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METAL castings are shaped in molds. The molds are made of sand. In 
up-to-date foundry practice the sand is 
packed by machines. The individual 
molder is a thing of the past. The whole 
process is a mechanical and impersonal one. 
It operates according to predetermined 
standards. All castings are treated alike. 
The essence of professional practice of 
any kind is personal service. The relation 
between the server and the served is 
founded on confidence and a desire for 
service on the one hand; interest and a de-
sire to meet the wishes of or serve the 
needs of the client on the other. 
The function of the public accountant 
is to render personal service to clients. 
Whether the public accountant practices 
as an individual, or several public ac-
countants associate for practice, whether 
the clients served are individuals, firms, or 
corporations, and regardless of the geo-
graphical distribution or location of the ac-
countants' offices or those of clients, the 
unalterable principle on which the ac-
countant rears and maintains his profes-
sional practice must be personal service. 
Personal service implies personal con-
tact. Some physicians may treat patients 
with some measure of success by mail. 
But the futility of such methods on the 
part of the dentist are obvious. The pa-
tient carries with him the evidence of his 
need for dental services. The only way of 
finding out what a client needs or wants is 
to get in touch with him. 
The public accountant who attempts to 
conduct a practice by sitting at a desk in 
his office is doomed to failure. Any 
amount of imagination or visualization at 
long range will not take the place of that 
knowledge which is acquired by contact 
and discussion with clients, the conditions 
which surround their business operations, 
the problems which their business relations 
develop, and the motives which stimulate 
their needs or desires for professional 
services. 
The legal form of organization under 
which the business of the client is con-
ducted need modify in no way the principle 
of contact. The corporation is but a mag-
nified individual. The law makes it an 
artificial entity. But the officers thereof 
are the agents of the directors who in turn 
are trustees for the stockholders. The 
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personal representation of the corporation 
focuses in the officers. It is through them 
and their interpretations that a knowledge 
of the corporation's needs must be ob-
tained. It is with them that the personal 
contact must be established and contin-
ued. Correspondence and telephonic com-
munication will not suffice. Nothing short 
of the personal call will establish the ideal 
contact. 
Accountancy practice may not be suc-
cessfully conducted by means of a mechani-
cal process. Foundry methods are not ap-
plicable. It is even doubtful at the pres-
ent time if technical procedure may be 
standardized to any extent. Engagements 
may be similar in type, the conditions sur-
rounding two engagements and the prob-
lems arising therein may be very much 
alike, even clients or the individuals who 
represent them may be so classified, but 
the same combination in any two cases is 
a rare occurrence. And if such were the 
case the human element would still be 
present. It is a trait of human nature to 
resent being treated like so much metal or 
to have matters which to him are very per-
sonal and vital, handled by a cold, blood-
less machine. 
The secret of success seems to be in 
handling each engagement according to its 
individual needs; in realizing that some-
where back of each engagement there is an 
individual or group of individuals for whom 
the work with which the public accountant 
is entrusted has a very personal interest. 
It is only by ascertaining what this interest 
is in each case and meeting it that satisfac-
tion will result. The human interest is and 
always will be present. To ignore it is fatal. 
To recognize it is the first step in develop-
ing and maintaining a successful practice. 
Sensible Accounting for Social Agencies 
BY JOHN RAYMOND WILDMAN 
(Substance of an address before the General Council of The National Information Bureau, 
Inc., Waldorf Astoria Hotel, New York, December 10, 1921.) 
ACCOUNTING for social agencies, or similar organizations, which is 
sensible and satisfactory must meet the 
test of four typical individuals: the con-
tributor, the social worker, the agency 
accountant, and the auditor. Each has 
his point of view. 
There are few agencies the activities 
of which may be carried on without funds. 
The agency makes its appeal on the 
strength of need and implies that the funds 
will be used honestly, wisely, economically, 
and efficiently. Any accounting to be 
satisfactory to the contributor must be 
convincing in these three respects. 
The social worker is chiefly concerned 
with achievement. The planning and car-
rying out of the work must receive the 
bulk of the attention. The social worker 
is a steward and is accountable for the 
funds which make possible his accomplish-
ment; but such accountability must not 
take precedence over the work. Hence, 
accounting which has the approval of the 
social worker must be simple and non-
laborious. 
The function of the accountant is to 
provide the system and prescribe the 
method whereby the record is made of 
funds received, disbursed, or applied, in 
accordance with the desires or understand-
ing of contributors and to prepare financial 
statements which will clearly and con-
vincingly establish the fact that the funds 
have been administered honestly, eco-
nomically and efficiently. Therefore, any 
accounting which stands the test from the 
accountant's point of view must be sys-
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tematic and comprehensive, yet as simple 
as possible so as to impose no unnecessary 
burden on the social worker and to create 
no unnecessary difficulty for the lay con-
tributor who as a rule does not understand 
technical accounting statements. 
The function of the auditor is to review 
the accounting work and pass judgment 
on the financial statements which result 
therefrom. It is reasonable, therefore, 
if the statements are to receive his ap-
proval, that the figures and facts shall be 
susceptible of verification without too 
much difficulty, and the statements some-
what logical in form as well as illuminating 
in content. 
The major portion of funds received by 
social, civic, and philanthropic organiza-
tions, takes the form of cash which is used 
for the general purposes of the respec-
tive organizations. Such organizations, 
whether they have one or many activities 
so long as all are financed out of one 
general fund, have from an accounting 
point of view relatively no problem. They 
require a general cash book in columnar 
form in order to provide for the classifi-
fication respectively of amounts received 
and disbursed. The refinement of classi-
fication is limited only by the number of 
columns. Standard cash books are avail-
able for the needs in many instances. 
Where the classification is extensive or 
the activities numerous, a book with 
special ruling may be required. 
The financial statement in such cases 
is one of receipts and disbursements. 
The information from which it is compiled 
flows freely and naturally from the cash 
book with the aid of a sheet of analysis 
paper on which the classified figures are 
accumulated. Sometimes a ledger is used 
instead of analysis paper in which event 
classified totals are transferred to the 
ledger from month to month and footed 
when a statement is required. The state-
ment should show the amounts received, 
classified as to sources and amounts dis-
bursed and classified as to the nature of 
the expense or activity. Needless to say 
the "miscellaneous" item should be small 
in amount. 
The first complication appears when 
current funds for special rather than 
general purposes are received. The agency 
with respect to these funds now takes on 
the status of quasi-trustee. The implica-
tion is that the integrity of such funds will 
be maintained; that they will not be 
mingled with other funds; and that they 
will be used only for the special purposes 
designated by the contributors or for which 
they are solicited by the agency. 
The ideal arrangement perhaps would 
be to deposit in as many different banks 
as there are special funds, thereby assuring 
physical separation as it were. Or, if this 
seems too extreme, separate accounts 
might be maintained for each special 
fund in one bank. Neither of these ex-
pedients is necessary in order to carry 
out the spirit of the trusteeship. Sepa-
rate cash accounts, that is, a division of the 
cash book into separate sections according 
to the special funds, will accomplish the 
same purpose. 
It is no doubt desirable to separate 
special funds from general funds in the 
matter of deposit. And there are instances 
which involve detail and volume, such as 
the numerous drives which have been con-
ducted of late years, wherein it is desirable 
to deposit in a separate account during the 
period of active accumulation. Generally 
speaking, however, where the number of 
special funds is large it is impracticable 
and unnecessary to go further than main-
taining the respective equities of special 
purpose contributions in a common special 
fund by means of separate cash accounts. 
The next and chief complication arises 
when contributions are received for other 
than current purposes. They are differen-
tiated as capital contributions, which car-
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ries the connotation of permanency. Such 
contributions are usually in the form of 
stocks, bonds, bonds and mortgages, or 
realty, and produce income, although they 
may of course take the form of cash. 
The income from such capital funds may 
be used for current general purposes or it 
may be designated for certain special pur-
poses. The principal may be restricted as 
to use, that is, not convertible and usable 
for current general purposes; or, the con-
ditions surrounding the contribution may 
be such that in the event of necessity the 
principal may be converted into cash and 
used for current purposes. 
Much of the mystification growing out 
of accounting for agencies and institutions 
is due to confusion in nomenclature and 
lack of consistency from an accounting 
point of view in expressing the facts. 
A fund must of necessity have form. It 
exists as a possession; as cash, securities, 
or realty, etc. With these classes of pos-
sessions accounts must be maintained in 
order to keep track of the possessions as 
such. As the substance of capital contri-
butions frequently changes in form after 
having been received, and the substance of 
various contributions is frequently merged, 
it is necessary to carry an account showing 
with regard to each such contribution the 
name of the contributor, amount involved 
and conditions under which the contribu-
tion was received. The accounts with 
possessions and the accounts with capital 
contributions having opposite tendencies 
should appear on opposite sides or sepa-
rately on any financial statement. Yet the 
capital contribution accounts are almost 
invariably described by agencies, as funds, 
and frequently transposed in financial 
statements, purporting to show debit and 
credit tendencies, so as to be misleading 
and annoying to anyone understanding 
accounting while no more illuminating to 
the layman. 
Where capital contributions, known vari-
ously as endowments, legacies, memorials, 
etc., are involved something more than a 
cash book is required for the simple reason 
that there is something more than cash of 
which account must be kept. The addi-
tion of a journal and a ledger provides the 
necessary records. The journal records 
the transactions, exclusive of cash, as they 
occur. The ledger is the book of classifi-
cation wherein are kept the accounts with 
securities, property and cash for capital or 
principal accounts and as well the sum-
maries of cash transactions of a current 
nature. These latter are still entered in 
the cash book, but are posted into the 
ledger at the end of each month. 
The financial statements which an 
agency or similar organization should 
render depend upon the circumstances. 
The decision should be controlled by the 
nature of its funds whether general, special, 
or endowed, or all three. Generally speak-
ing, good business sense dictates a financial 
report which shows the whole situation. 
Statements which are partial, or incom-
plete, or misleading, tend to destroy or 
prevent confidence rather than create it. 
The ambition should be to make a report 
which is full; which is expressed in simple, 
understandable terms and which carries 
the conviction of faithful and efficient 
stewardship. 
The accounts of organizations such as 
those under consideration are usually 
kept on what is known as a cash basis, 
that is: actual receipts and disbursements 
of cash. Consequently, the statements of 
agencies as a rule are statements of cash, 
receipts and disbursements of general and 
of special funds. A separate statement is 
required for each special fund. Where 
there are capital funds the composition of 
such funds should be shown as well as the 
various capital interests which have equi-
ties therein. 
The statement of receipts and disburse-
ments need not vary in form whether it 
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accounts for general or for special funds. 
It is the traditional statement which tells 
the story of what was on hand, if anything, 
at the beginning of a period, plus what was 
received during the period, minus what was 
disbursed during the same period, and what 
remained on hand at the end. The re-
ceipts should be classified as to their nature; 
the disbursements as to the kind of expense 
for which payments were made. 
The statement of capital funds is es-
sentially a balance sheet with the funds 
and property, or assets, as they are called, 
on the left-hand side; the capital equities 
in such assets on the right. Where a 
complete showing is to be made of the 
organization's financial condition, which 
it must be admitted is seldom done, the 
balances of general and special current 
funds with the corresponding income sur-
plus accounts, should be incorporated 
in the balance sheet. 
Much which will contribute to a better 
understanding of financial statements is-
sued by the various agencies may un-
doubtedly be accomplished by dispensing 
with the technical form and terminology 
of accounting. The Corn Exchange Bank 
in New York has blazed a trail in this 
respect by adopting a narrative form of 
statement which may be understood by 
anyone of average intelligence, and frankly 
solicits new accounts on the strength of 
the institution which the statement so 
clearly brings out. For example: 
THE BANK OWES TO DEPOSITORS . . $197,119,192.76 
A conservative banker always has this indebtedness in mind, and — 
he arranges his assets so as to be able to meet any request for 
payment. 
For this purpose we have: 
I. CASH $ 33,146,579.15 
(Gold, Bank Notes and Specie) and with legal depositories, re-
turnable on demand. 
II. CHECKS ON OTHER BANKS. 15,441,125.47 
Payable in one day. 
III. U. S. GOVERNMENT SECURITIES 58,210,372.28 
IV. LOANS TO INDIVIDUALS AND CORPORATIONS 33,346,349.06 
Payable when we ask for them. secured by collateral of greater 
value than the loans. 
V . BONDS 21,369,032.31 
Of railroads and other corporations, of first quality and easily 
saleable. 
V I . LOANS 48,050,227.39 
Payable in less than three months on the average, largely secured 
by collateral. 
VII . BONDS AND MORTGAGES AND REAL ESTATE 877,656.50 
VIII. TWENTY-FOUR BANKING HOUSES 3,884,036.91 
All located in New York City. 
TOTAL TO MEET INDEBTEDNESS $214,325,379.07 
IX. THIS LEAVES A SURPLUS OF $ 17,206,186.31 
Which becomes the property of the stockholders after the debts 
to the depositors are paid, and is a guarantee fund upon which 
we solicit new deposits and retain those which have been lodged 
with us for many years. 
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The Charity Organization Society in which the expense was incurred, having 
New York has adopted to a certain extent due regard for general classification, rather 
the same plan explaining the character than a minutely itemized statement in 
of the income, and describing the work for technical form. 
PUBLISHED REPORT 
CHARITY ORGANIZATION SOCIETY 
DEPARTMENT OF GENERAL WORK 
RECEIPTS AND DISBURSEMENTS FOR GENERAL WORK 
YEAR ENDED SEPTEMBER 30, 1920 
INCOME FOR THE WORK OF THE SOCIETY: 
1. MEMBERSHIP DUES AND SPECIAL GIFTS FOR CURRENT 
WORK $127,011.30 
2. FROM GENERAL ENDOWMENT 97,183.00 
Total.... $224,194.30 
DISBURSEMENTS: 
1. ADMINISTRATIVE, FINANCIAL AND ACCOUNTING $ 70,975.63 
Covered entirely by general endowment. 
2. FOURTEEN NEIGHBORHOOD OFFICES 111,923.17 
For direct service to the poor; Rent, $11,966.74; 
salaries, 73 social workers and employes, $90,-
012.49; other expenses, $9,943.94. 
3. SOCIAL SERVICE EXCHANGE 14,028.87 
Maintained for and used by 407 charitable agencies 
in New York as a means of increasing co-opera-
tion and efficiency and eliminating wasteful dupli-
cation. 
4. JOINT APPLICATION BUREAU 3,377.87 
Providing care for the homeless. Receiving appli-
cations. 
5. INFORMATION AND INVESTIGATION BUREAUS 18,010.18 
6. REGISTRATION BUREAU 5,432.09 
The Bureaus indicated under 5 and 6 are at the 
service of citizens of New York in all matters of 
charitable interest. 
7. TENEMENT HOUSE COMMITTEE 5,470.59 
8. NEW YORK CHARITIES DIRECTORY 1,000.00 
Total $230,218.40 
DEFICIENCY M E T BY BALANCE FROM PREVIOUS YEAR $6,024.10 
The narrative form of statement is no 
doubt destined, in certain fields, to be 
adopted in the near future. It will be 
popular with those who abhor and detest 
anything which smacks of debit and 
credit or is couched in technical terms. 
It will doubtless appeal to the contributor 
who is interested in a plain statement of 
facts as to how his money has been spent. 
Much has been accomplished by The 
National Information Bureau in promoting 
uniformity and the establishment of stand-
ards. There is a noticeable improvement 
in the accounting records and methods of 
agencies. There is perhaps an opportunity 
to go a step further and encourage the 
publication of financial statements which 
show the condition and operations of the 
organization as a whole and in simplified 
narrative form. 
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Comments as a Part of Accountants' Reports 
By J . M. PALEN , of the New York Broad Street Office 
THE interpretation of figures is the 
special province of the accountant. 
The client may have a complete record 
of every financial transaction, but it means 
nothing until the figures are analyzed and 
assembled into a balance sheet and a 
statement of income and profit and loss. 
By preparing these statements in com-
parative form we make them highly 
illuminative in respect of the changes in 
financial and operating conditions. By 
the judicious use of percentages we give 
them even more significance and practical 
value. 
The function of comments is to bring 
out anything which should be considered 
in interpreting the figures, which cannot 
well be included or which is not sufficiently 
emphasized in the statements. For in-
stance, the amount shown as accounts 
receivable means nothing Unless we know 
something about the collectibility of the 
accounts. The balance sheet may show 
property valued at a million dollars, but 
if the accountant did not examine the 
entries in the property accounts prior to 
the current audit period, or if proper 
depreciation reserves have not been pro-
vided against this asset, the reader should 
know this so that he may make allowance 
therefor in interpreting the balance sheet. 
The most valuable service which the 
ordinary audit report renders is in con-
nection with the administration of the 
business. The accountant, being a special-
ist in interpreting figures and in methods 
of compiling them, should endeavor to tell 
the client something about the business 
which he either does not know or does not 
properly apply. Ratios, unless they 
have already been given in the statements, 
may be used to advantage; examples are 
the ratio of departmental costs, expenses, 
and profits to departmental sales, and 
comparison with corresponding ratios in 
previous periods; the ratio of the stock on 
hand to the cost of goods sold during the 
year; of current assets to current liabilities; 
and of reserves to the assets against which 
they are provided. 
A summary of matter which is given in 
detail in the statements may be used to 
bring out an important point in a forceful 
manner. Recommendations relating to 
the system, if constructive and not merely 
fault-finding, are valuable. Whatever is 
said in a report, of course, must be said 
because we think it will be of practical 
value in the particular instance in which 
it is used. There is no other excuse for its 
inclusion. Most of the original things 
which may be put into a report are things 
peculiar to that particular engagement, 
and must, therefore, be furnished by the 
accountant. The reviewer may pick up 
some things, but in the main must depend 
upon the information supplied by the 
accountant. 
Of course, there are instances where it 
is known that the client wishes only a 
stereotyped report and that he objects to 
any recommendations, any changes in the 
form of statements, and sometimes, even, 
any changes in the phraseology, but these 
cases are rare. 
Comments should first of all be adapted 
to the purpose for which the report is to be 
used. This purpose may be evident from 
the nature of the work, or may be clearly 
indicated in the engagement memorandum, 
but in the majority of cases it is for the 
accountant, by questioning the client and 
from his knowledge of conditions obtained 
at the work location, to determine by 
whom and for what purpose the report is 
to be used. 
In a report to be submitted to a bank 
as a basis for credit, it is highly desirable, 
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where possible, to show all material in-
formation in the balance sheet, attach 
thereto the certificate, which should con-
tain any necessary qualifications, and 
dispense with the comments. When for 
any reason it is not thought desirable to 
do this, as, for instance, where there are so 
many qualifications or explanations that 
comments become necessary, they should 
deal especially with the current assets and 
liabilities. The maturities of notes re-
ceivable and payable may be shown, and 
some information as to the probable col-
lectibility of the notes and accounts re-
ceivable. The inventory may be com-
mented upon in detail as to the basis of 
valuation, extent of verification, and any 
matters affecting the salability of the 
goods. The age of accounts receivable or 
of outstanding liabilities, and any con-
tingent liabilities which may become real 
in the near future, may require comment. 
References to bookkeeping errors or criti-
cisms of the system or personnel are out of 
place in a report of this character, unless 
the faults are so serious that they throw 
doubt on the integrity of the accounts. 
(To be Continued) 
Signs of Progress 
AT the sixth annual meeting of the American Association of University 
Instructors in Accounting held recently in 
Pittsburgh one of the interesting topics 
on the program was "University Instruc-
tion and Accounting." Papers on "The 
Correlation of Accounting Instruction in 
Universities with the Needs of Public 
Accountants" were read by J. Hugh Jack-
son, Price, Waterhouse and Company and 
late of Harvard University, Paul E. Bacas, 
Lybrand, Ross Brothers and Montgomery 
and New York University, and John R. 
Wildman, Haskins & Sells and New York 
University. Messrs. Jackson and Bacas 
have charge of professional training work 
in the respective firms. The papers were 
discussed by Arthur E. Andersen, of A. 
E. Andersen and Company and North-
western University. A committee was 
appointed to co-operate with the account-
ing firms and ascertain if possible what 
characteristics or qualifications the public 
accountants consider prerequisite on the 
part of junior assistants for successful 
entrance to the professional field. 
It is with pleasure that we announce 
the admission to the firm, effective Janu-
ary 1, 1922, of Colonel Arthur H. Carter. 
Colonel Carter has recently passed the 
examination of the American Institute of 
Accountants, and has also obtained the 
C.P.A. certificate of the state of Con-
necticut. 
Mr. Raymond C. Reik, formerly as-
sistant manager of the Baltimore office, 
has been appointed associate manager 
of that office, effective January 1, 1922. 
Mr. William Holding, formerly assist-
ant manager of the London office, has been 
appointed manager of that office, effective 
January 1, 1922. 
At a meeting of the Louisiana Society 
of Certified Public Accountants held in 
New Orleans on December 8, 1921, Mr. H. 
J. Jumonville was elected president for 
the ensuing year. 
We are pleased to note that Mr. J. L. 
Henson, of the Cincinnati office, has passed 
the recent C. P. A. examinations of the 
state of Indiana. 
Our office at Salt Lake City has re-
moved, under date of January 1, 1922, to 
the Walker Bank Building, Salt Lake City. 
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Turning Toward the Peak 
THE graphist pictures the course of a movement with a line which shows 
the ups and downs. The high points he 
calls peaks; the low points, valleys. 
Accountancy practice is described by a 
line of peaks and valleys. The movement 
downward is accentuated during the 
summer months. The high point is 
reached in the winter around the latter 
part of February or the early part of 
March. 
It would be an inestimable boon to pub-
lic accountants were the volume of prac-
tice to be so distributed throughout the 
year that comparatively speaking there 
would be no pronounced peaks and valleys. 
Much in this direction could be accom-
plished if some plan were to be devised 
which would cause certain business con-
cerns to adopt a fiscal year more in keeping 
with their business operations, or what 
has been called the natural business year. 
It would help some if certain clients 
whose work may be done in summer as 
well as in winter would only elect to have 
their work done during the less busy 
season. It has even been suggested that 
accountants might advantageously offer 
some inducement in the form of lower 
rates to clients who could see the advan-
tage of such procedure. 
At the present time, however, the ac-
countant is confronted with a condition, 
not a theory. For various reasons, en-
gagements pile up one on top of the other 
from now until the latter part of April. 
The stress and strain become more acute 
as the season advances. By the middle 
of February it is scarcely safe to ask an 
accountant the simplest question and 
expect to receive a pleasant reply. And 
every year the situation seems, if possible, 
to grow worse. 
There appears to be but one way to 
meet the situation as long as it cannot be 
changed and has to be met, namely, to 
enlarge one's psychological viewpoint and 
prepare to endure what one apparently 
cannot cure; to endure it and meet it by 
a process of training as it were: by getting 
into good physical as well as mental trim 
for the work of the busy season; by con-
centrating on one's professional work to 
the exclusion, for the time being, of other 
things; by studying ways and means of 
increasing efficiency and doing two things 
in the time which one ordinarily should 
take. 
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The Importance of Power Costs in Paper Mill Accounting 
By EDMUND CANBY GAUSE 
(A paper read before the Connecticut Valley Division, Cost Association of the 
Paper Industry, at Holyoke, Mass., December 12, 1921.) 
WHILE proper accounting for power costs is important in any manu-
facturing industry, it is especially impor-
tant in pulp and paper manufacturing 
because of the large amount of power re-
quired. 
The machinery used in the different 
processes—especially pulp grinders, bark-
ing drums, chippers, beaters, paper 
machines, etc.—requires a large amount 
of power. A large quantity of water is 
constantly being used, the pumping of 
which requires considerable power. Then 
there are the conveyors, steam for diges-
tors, steam for drying the paper, steam for 
heating the buildings, electric current for 
lighting the buildings, power for the re-
pair shop, etc. 
There are three sources of power usually 
employed in pulp and paper manufacture 
—steam, electricity, and water. Steam 
is in practically every case generated in an 
adjacent power plant. Electricity may 
be either purchased or generated at the 
plant. Water power, of course, is avail-
able only if there is proximity to a stream 
of water of sufficient size to produce 
enough power. 
The most economical source of power 
is naturally that obtained from the use of 
water, but it is rarely the case that there 
is a sufficient quantity to meet the re-
quirements of all of the operations in a 
pulp and paper mill, so recourse is had to 
either steam or electricity, or both, in 
order to obtain the necessary amount of 
power. 
The usual arrangement from an eco-
nomical and efficient power viewpoint, 
is probably one in which the grinders are 
directly coupled to either electric or water 
power, the paper machines directly driven 
by either steam, electricity, or water, and 
the other machinery driven by electricity 
through direct drive or by line shafting. 
However, these conditions are not always 
met with, as practical paper mill operators 
differ in their opinions as to the proper 
application of the different sources of 
power; and conditions and localities have 
much to do with the question. 
Power expense may be classified as 
follows: 
1. Steam generation, 
2. Steam distribution (from central 
power plant to manufacturing buildings, 
and then to departments or machines), 
3. Electric current generation, 
4. Electric current distribution (from 
central power plant to manufacturing 
buildings, and then to departments or 
machines), 
5. Electric current purchased, 
6. Water. 
There are many cases, of course, where 
there is no central power plant, and steam 
or electricity, or both, are generated at 
each manufacturing building and dis-
tributed direct to departments or machines 
within the building. 
Power costs comprise the following 
elements: 
Wages of power house 
employes 
Fuel 
Water. 
Lubricants, waste, 
etc 
Labor and supplies 
for repairs and 
maintenance 
1. 2. 3. 
Steam Electric Water 
* 
* 
* 
* 
Water 
Steam 
* 
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Provision for depre-
ciation of buildings 
and equipment.... * * * 
Insurance and taxes.. * * * 
The provision for depreciation of water 
facilities would apply to dams, water ways, 
water wheels, etc. 
Steam is apportioned on the basis of the 
number of thousand cubic feet generated 
or on the basis of the number of thousand 
pounds used. 
Electric current is apportioned on the 
basis of kilowatt hours. 
Water is apportioned on the basis of the 
number of cubic feet used or on the basis 
of the number of horse power hours. 
It is not the intent in this paper to deal 
with methods of apportionment or distri-
bution of power costs over departments, 
processes or machines, as that subject has 
been covered very fully by numerous books 
and articles; but, as indicated by the title 
of the paper, I will endeavor briefly to em-
phasize the importance of ascertaining the 
correct power costs for inclusion thereof in 
the detail cost of manufacturing the 
product. 
In this connection it may be stated that 
there are no more urgent reasons for ascer-
taining the correct costs for power used in 
pulp and paper manufacture than there are 
in respect of the manufacture of many 
other products where power is such a nec-
essary and important element of the cost. 
No one, whether executive, operator or 
accountant, who is interested in the manu-
facture of pulp and paper, or any other 
product for that matter, will belittle the 
importance of ascertaining true costs in 
respect of direct labor or direct material 
("furnish," as it is called in the paper in-
dustry), but there is a tendency on the part 
of many to overlook the equal importance 
of proper and intelligent distribution over 
the kinds or classes of goods manufactured, 
of the overhead charges or burden of which 
the cost of power usually forms a very 
considerable part. 
Other items entering into overhead 
charges or burden are superintendence, 
factory clerks, watchmen, cleaners, repair 
labor and materials, insurance, and many 
other items, the cost of all of which cannot 
be applied direct to a particular kind or 
class of product but which nevertheless are 
part of the cost of manufacturing each 
article produced just as much as the direct 
labor or the direct material. 
It is probably true that in the manufac-
ture of certain kinds of goods, it is difficult, 
and perhaps prohibitive on account of the 
cost, to make an exact distribution of the 
overhead charges, but it is also true that 
there are too many cases where no intelli-
gent effort is made to distribute these 
charges and the only basis used is that of 
the ratio of the total direct labor to the 
total overhead charges. 
Power costs should be ascertained by 
taking into consideration the elements en-
tering thereinto and a proper monthly dis-
tribution made, as in that way only can 
correct costs be arrived at. Comparisons 
of properly built up power costs are valu-
able because of the opportunity presented 
to detect undue fluctuations and ascertain 
the reason therefor. The quantity of coal 
consumed monthly may be checked by the 
weight of the paper produced, as for ex-
ample, in newsprint paper approximately 
three-quarters of a pound of coal is con-
sumed in producing one pound of paper. 
Inclusion in power costs of correct 
amounts for depreciation of buildings and 
equipment, insurance and taxes is only 
possible where the costs or book values of 
power buildings and power equipment are 
known. This data, however, as well as 
similar data in respect of all other build-
ings and equipment, should be a matter of 
record either through the medium of an 
independent appraisal or from the original 
cost of the property, or both. 
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The necessity for having complete in-
formation regarding property values is be-
cause of the possibility of damage or de-
struction by fire, and also because of fed-
eral tax laws. Charges for depreciation of 
property and for depletion of timber lands 
must be taken into consideration if the 
taxpayer is to receive the benefits to which 
he is entitled under the laws, and such 
charges have to be supported by proof as 
to property values. 
It may not be out of place here to refer 
to the advantages to be gained from the 
adoption by manufacturers in the same 
industry of a uniform cost accounting sys-
tem. Such a system, if based upon correct 
principles and properly applied, will go far 
toward eliminating ignorant and therefore 
unfair competition, will tend to bring the 
different manufacturers into closer co-
operation, and eliminate feelings of dis-
trust and fear which are all too prevalent 
in industries where competition is keen 
and a trade association does not exist or is 
inactive. 
In order to obtain the best results from 
a uniform cost accounting system, it is es-
sential that certain principles be agreed 
upon by the manufacturers and strictly 
adhered to, as otherwise uniformity can-
not be obtained. For example, charges 
for depreciation of property of a similar 
nature should be made on the same gen-
eral basis; the question of the inclusion or 
non-inclusion in cost of production of in-
terest on investment should receive serious 
consideration, so that all of the manufac-
turers will treat it in the same manner; 
and other questions of similar importance 
must be considered and decided upon in 
advance. 
As we approach the end of the calendar 
year, which is also with a large number of 
business concerns the end of their fiscal 
year, the question of inventories becomes 
an important one. In cases where per-
petual book inventories are kept, too much 
reliance should not be placed thereon, but 
a complete count should be made of all 
stock on hand at December 31, and the 
book values adjusted to agree therewith. 
In many cases such an inventory will de-
velop wide differences and serious errors 
which have been made in the book records 
during the year. 
It is true that conscientious inventory 
taking is hard work if the stock is large and 
difficult to get at, and this brings up the 
question as to whether or not all business 
concerns in inventorying their stock on 
hand and closing their books at December 
31, are conforming to their natural business 
year. 
There is but one proper time for taking 
a complete inventory and closing the books 
and that date is on the completion of the 
natural business year, which is when the 
busy season is passed; when stocks of mer-
chandise are at their lowest so that the cost 
and the physical and mental work of tak-
ing an inventory are reduced to a mini-
mum; and when the financial condition of 
a business is at its best because of the com-
paratively small inventory of merchandise 
on hand, a reduced amount of accounts 
payable, and large amounts of cash and 
accounts receivable. 
At that time employes are not under 
such a severe pressure and can co-operate 
more effectively, and the mill can be shut 
down in order to facilitate the taking of 
the inventory without the resultant loss of 
time and money which might be the case 
if many orders were waiting to be filled. 
The only reference to the question of in-
ventories contained in the Revenue Act of 
1921, is Section 203, which is as follows: 
"That whenever in the opinion of the 
Commissioner the use of inventories is nec-
essary in order clearly to determine the 
income of any taxpayer, inventories shall 
be taken by such taxpayer upon such basis 
as the Commissioner, with the approval of 
the Secretary, may prescribe as conforming 
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as nearly as may be to the best accounting 
practice in the trade or business and as 
most clearly reflecting the income." 
The regulations relating to the income 
tax under this act have not yet been pro-
mulgated. Until then Regulations 45, re-
lating to the income tax and excess profits 
tax under the Revenue Act of 1918 will 
continue in effect, at least so far as they 
affect inventories. 
As many of you know, a ruling was made 
in December, 1920, permitting taxpayers 
to value their inventories at December 31, 
1920, at cost, or cost or market whichever 
was lower, regardless of their practice in 
prior years; provided that a disclosure of 
the fact and that it represented a change 
were brought out in the return. A further 
provision prohibited future changes in the 
basis of valuation of inventories except by 
permission of the Commissioner of Internal 
Revenue, so that a taxpayer who used the 
basis of "cost or market" at December 31, 
1920—as most taxpayers did—must use 
that basis at December 31, 1921, unless 
permission to change has been obtained. 
Comments as a Part of Accountants' Reports 
By J. M. PALEN , of the New York Broad Street Office 
(Continued) 
WHERE an audit is made for purposes of verification only, as in the case of a 
bank or brokerage concern, and the report 
is of particular interest to the executives of 
the organization, such matters as the ex-
tent and method of verification, adjust-
ments of ledger accounts, bookkeeping 
errors, etc., are obviously of interest, and 
should be dealt with in more or less detail. 
Reports on system, fraud, and other 
special matters require special treatment, 
to be determined by the needs of the in-
dividual case. 
There are many cases in which we are 
not required to install a system, but are 
asked only to suggest improvements in 
the system in use. In such cases a re-
port is rendered which reads somewhat 
like this: 
"Pursuant to engagement, we have 
made a survey of your system of accounts 
for the purpose of suggesting improve-
ments therein, and report thereon as 
follows: 
"The method. . . . " 
Where system suggestions are made in 
connection with an audit report, and are 
quite voluminous, or where it is thought 
that the client does not wish them to be 
included in the report on the audit, they 
may be rendered as a separate report, 
which may read as follows: 
"Supplementing our report on our audit 
of your books and accounts for the year 
ended June 30, 1921, we submit herewith 
the following suggestions relating to your 
accounting system: 
"We recommend. . . . " 
The results of an examination to de-
termine the amount of a defalcation can 
often be better expressed in comment 
form than by the use of exhibits, unless 
there are a considerable number of irregu-
larities of a similar nature, so that ex-
hibits and schedules may be used to ad-
vantage. In such a report the presenta-
tion paragraph is followed by a summary 
of the shortage, after which the details 
of the shortage and the manner in which 
it was brought about are described. A 
report of this character may read some-
what as follows: 
"Pursuant to engagement, we have 
made an examination of your books and 
accounts for the period from May 1, 1919, 
to March 26, 1921, for the purpose of 
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establishing the extent of irregularities 
disclosed during the course of our audit 
for the year ended January 31, 1921, and 
report thereon as follows: 
"Total irregularities amounting to 
38,540.00 were found, as follows: 
Collections on accounts receivable 
not accounted for $5,230.00 
Checks drawn to J. Smith and 
charged to expense, not sup-
ported by vouchers or other 
receipts. . . 3,310.00 
Total $8,540.00 
"The collections on accounts receivable 
not accounted for are as follows: 
"It appears that the method used to 
conceal these irregularities was to make a 
credit entry in the customer's account for 
the amount of the collection, but to make 
no entry therefor in the cash book at the 
time of receipt, inserting these amounts 
in the cash book after it had been footed 
by an assistant. Trial balances of the 
accounts receivable ledger were submitted 
each month, but were overfooted to agree 
with the controlling account." 
Care should be taken to say nothing 
that cannot be proved in court and to 
make no unnecessary personal references. 
Instead of saying that the cashier ab-
stracted cash and substituted fictitious 
expense vouchers, we may say that a cer-
tain disbursement was made on a certain 
date on an unapproved expense voucher; 
or, if it appears that the bookkeeper has 
made false entries we may say that entries 
for cash collections appear in customers' 
accounts for which no corresponding en-
tries appear in the cash book. 
The audit report is the one most fre-
quently rendered, and may be used for one 
or many purposes. It may be submitted 
to bankers, creditors, or prospective pur-
chasers. It may be printed and submitted 
to stockholders. It may be used in the 
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flotation of a new bond issue. If it is 
known that the report is to be used for 
any one of these purposes, or for several of 
them, consideration should be given thereto 
in writing the report, and, whether or not 
any such purpose is known, sufficient in-
formation should be included in any audit 
report to make all essential facts clear to 
an outsider. 
A report to be submitted to prospective 
purchasers, or to a management corpora-
tion which is about to assume control of 
the company whose books are being 
audited, may contain more detail than 
would ordinarily be given. For instance, 
if it is a close corporation, a list of stock-
holders and their holdings may be of in-
terest. Ordinarily a list of stockholders 
is not given in a report, because it has no 
bearing on the condition of the company. 
Or, it may be necessary to give the history 
of certain transactions in more detail than 
would ordinarily be required. In a report 
to be submitted to bankers, creditors, or 
stockholders, or to be used in the flotation 
of new securities, the client usually wants 
somewhat condensed statements, with a 
certificate, and without comments. As 
has been stated before, all necessary 
qualifications must here be expressed in 
the wording of the statements, or in the 
foot-notes or certificate. If the report is 
addressed to an officer of the company who 
takes an active interest in all its affairs, 
more detail may appropriately be shown 
than if it is addressed to the president of a 
large corporation who leaves all matters 
of detail to subordinates. 
Arrangement has much to do with the 
effectiveness of comments. It is some-
times desirable to consolidate the presen-
tation and the comments, especially where 
the latter consist of only a few paragraphs. 
To render one page of comments seems 
to be unnecessarily formal. Where no 
exhibits are rendered, the comments should 
always be consolidated with the presen-
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tation, even though the text matter is 
voluminous. 
There is often a question as to whether 
we shall make a schedule of certain tabu-
lations or show them in the comments. 
Unless the items are very numerous it is 
unwise to prepare a schedule for them, 
both because they can be shown more 
compactly as a part of the comments, and 
because it may not be desirable to estab-
lish the precedent of rendering a schedule 
to support that particular item. 
Technique and Common Sense 
THERE is perhaps no profession which is more exacting than accountancy. 
Numerous and varied are the small matters 
which must receive thoughtful and at times 
prayerful attention. In the exuberance 
of youth and the enthusiasm for a new job 
many a novice has been heard to volunteer 
the information that it will not take him 
long to acquire the firm's technique and 
become a thoroughly useful member of the 
staff if not an in-charge accountant. 
The accomplishment of proficiency in 
the execution of any firm's engagements is 
a process, not an act. It cannot be pumped 
into the arm by means of a hypodermic 
syringe. One picks up a little today and a 
little tomorrow. Contact with older men, 
observation of accounting methods, dis-
covery of new information regarding busi-
ness, new and strange problems en-
countered and solved, inquiry, study, the 
application of theory, all contribute, 
whether or not the individual involved is 
conscious of it, to the process. 
But care is always needed in the quest for 
technical proficiency lest the simple meas-
ures dictated by common sense be over-
looked. The story is told of a woman 
whose vision was impaired by an illness 
known as rheumatic iritis. Examination of 
the eye and complicated scientific tests of 
its condition by famous eye specialists 
resulted in the announcement that glasses 
would do no good. Yet a bungling opti-
cian who tested the sight with his lenses, 
fitted the woman with glasses that enabled 
her to see almost as well as ever. 
Some men who have learned to use highly 
developed accounting methods insist on 
using them whether or not they are applic-
able. Once a certain set of working papers 
is used such men are unable to get the idea 
out of their minds that there may be cases 
where the same kind of papers will not 
apply; because a method has once been 
used it must always be used. Tempering 
technical work with common sense is one 
of the best things a progressive, quick-
learning, new accountant does. 
Finding Out by Asking 
SOME years ago a captain-doctor in the army was being tested by a board of 
examiners for promotion to the grade of 
major. During the course of his examina-
tion in diagnosis he was taken through a 
ward of a hospital. The first patient was 
selected, the candidate was ushered to the 
bedside and asked to diagnose the case. 
To the amazement and chagrin of the 
examiners instead of investigating for 
symptoms he asked the patient what he 
was suffering from. The patient replied, 
"Typhoid fever." 
In the many and varied relations of pub-
lic accountants with clients and employes, 
it sometimes develops that men on the staff 
(To be Continued) 
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have previously been in the employ of 
certain clients, either new or old, without 
such fact being known to the manager or 
other person who makes the assignment of 
accountants to engagements. 
One way to find out whether or not such 
is the case is to wait until the accountant 
has reached the scene of the engagement 
and see if he appears to be acquainted with 
the client or the employes. 
Another way is to ask him before he is 
assigned to the engagement. 
It should be clear to every one in the 
organization, for reasons too numerous and 
too apparent to mention, that the assign-
ment of staff accountants to engagements 
covering work for their former employers 
is inexpedient. The accountant might 
naturally be expected to mention the 
former relation. The duty of finding it 
out devolves upon those exercising man-
agerial functions. It should not be left 
to the accountant. The information should 
be obtained before the assignment is made. 
By Way of Diversion 
AT a recent convention of Dodge Brothers Dealers, held at Hotel 
Pennsylvania, New York, a play by Mon-
tague Glass, originator of the Potash and 
Perlmutter characters, entitled, "Present 
Company Excepted," was presented on 
January 10, 1922, for the entertainment of 
those in attendance at the convention. 
The principal characters, Abe Potash, 
a Dodge Brothers Dealer, and Morris 
Perlmutter, another Dodge Brothers 
Dealer and Abe's partner, were taken by 
Mr. Barney Bernard and Mr. Julius Tan-
nen, actors well known to patrons of the 
theater and vaudeville stage. 
The play was given for the first and only 
time, as above noted, and while some of us 
from the Executive Offices had the pleas-
ure of attending, we believe, since refer-
ence was made to the firm, that others will 
be entertained by the following excerpts 
taken from the lines of the play: 
MORRIS. "Mr. Blowden," I'll say to him, 
"of course you're new on the job," I'll say, 
"so let me give you a few pointers," I'll 
say. "You are the district representative, 
but we are the dealers," I'll say, "and if you 
look after your business, we'll attend to ours." 
ABE. Good. Let him know where he 
stands right from the start. 
MORRIS. After that, I'll hand him a few 
digs about uniform accounting system. "A 
uniform accounting system is all right for 
some people," I'll tell him, "but Mr. Blow-
den," I'll tell him, "my partner and me was 
keeping books before Haskins and Sells could 
pay their laundry bills." 
ABE. Right! 
MORRIS. And as for roadside bulletins. 
ABE. Wait! Let me tell him about the 
roadside bulletins. Just let that new district 
representative open his mouth to me once 
about roadside bulletins, and I will say to 
him, "Blowden," I will say, I wouldn't even 
call him Mister neither. "We ain't Haskins 
and Sells," I will say, "and maybe we don't 
know nothing about figuring costs, and maybe 
we do; but if them roadside bulletins cost you 
people six dollars and fifty cents, I'll eat 
them." 
We note with pleasure that Mr. J. D. 
Brawner, manager of the Philadelphia of-
fice, has recently obtained the C. P. A 
certificate of the States of Maryland and 
North Carolina respectively. 
Our office at Detroit has removed, under 
date of February 1, 1922, to the First Na-
tional Bank Building, Cadillac Square and 
Woodward Avenue, Detroit. 
We know that our regret in the matter 
will be shared by many in the organization 
upon the advice that Mr. C. M. Clark has 
severed his connection with our Profes-
sional Training Department and has gone 
to Syracuse, New York, where he will en-
gage in the practice of accounting. 
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The Banker, the Borrower, and the Accountant 
THE banker holds the purse. Whether 
or not the strings are tight may de-
pend upon the point of view. The condi-
tions surrounding individual cases may 
also affect the situation. 
The loanable fund of the banker must be 
kept intact It must not be jeopardized 
nor allowed to pass beyond the liquid state. 
Its proper use is to facilitate and finance 
current business processes; not to furnish 
permanent capital for business enterprise. 
The very essence of bank credit lies in the 
fact that it shall flow here—there—when-
ever—and wherever needed. 
The banker recognizes the principle of 
trusteeship. He loans from the purse 
funds entrusted to him. His policy is gov-
erned by his sense of responsibility. His 
rules are formulated with a view to pro-
tecting himself in this responsibility. 
Having in mind the theory of bank 
credit and the responsibility of the banker, 
there is small wonder that he is particular 
about the loans which he makes. Good 
business judgment dictates that he shall 
demand satisfaction as to the financial 
standing of the prospective borrower, his 
capacity and character as a business man, 
and his ability to repay according to the 
terms of the loans. 
Upon the commercial borrower falls the 
burden of satisfying the banker. He is in 
a position different from that of the bor-
rower on collateral, who lays down his se-
curity and lets it speak for him. The 
commercial borrower must furnish evidence 
of his condition, capacity and character. 
There is no help for it. The immutable 
laws of bank credit, not the whims of 
bankers, demand it. The sooner the ap-
plicant reaches the frame of mind wherein 
he is willing to make a confidant of the 
banker, the sooner will he, if he is entitled 
to credit, find the way made easier for him. 
Many who are in a position to know 
think the practice of making loans on 
character and "hunches" is swiftly passing 
into disuse. It is being very generally sup-
planted by scientific investigation based on 
financial statements. The information sup-
plied by such statements is far reaching. 
It goes beyond the meager balance sheet 
of the past, which was framed to give as 
little information as possible. 
The statements representing the most 
advanced thought on the subject probably 
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go far beyond anything which the average 
borrower ever anticipated could be shown 
by financial statements. But in the hands 
of competent bank credit men they throw 
light on the innermost recesses of the bor-
rower's business workings and bring out 
innumerable angles which bear on financial 
condition and business capacity. They 
develop confidence if confidence is merited, 
and expose unfavorable conditions and in-
efficiency where they exist. Thus the de-
serving borrower, who is intended to be 
served by the short term credit-granting 
scheme, not only has nothing to fear from 
submitting comprehensive and illuminative 
statements, but is benefited thereby. 
The public accountant has a peculiar and 
exacting obligation in the triangular situa-
tion. His access to the books and records 
of the borrower, who is his client, puts him 
in possession of financial information which 
is intimate and confidential. His em-
ployment puts him under the necessity of 
meeting the wishes of his client with regard 
to the information to be given out. His 
disposition is to make a full, frank state-
ment which will be informative and accept-
able to the banker, knowing that the banker 
relies on such statements. It seems to fol-
low, therefore, that the interests of the 
borrower can best be served by placing the 
matter in the hands of the accountant, who, 
through contact with bankers in his pro-
fessional practice and familiarity with the 
bases on which credit is granted, is in a 
position to know what is desired and to 
present such information in a way which 
will be acceptable. 
A better understanding of the triangular 
situation seems essential to satisfactory re-
lations among the parties involved in the 
granting and obtaining of commercial 
credit. Co-operation among bankers, bor-
rowers and accountants, with the account-
ant free to supply data such as the banker 
desires, cannot fail to result in better 
credit accommodation to borrowers. 
Non-Par Value Stock from an Accounting Point of View 
(Concluded) 
GASES presenting complicated prob-lems under the laws governing the 
issue of stock without par value are al-
ready arising with some frequency. The 
prospect for interesting litigation growing 
out of such cases is excellent. The law-
makers, in endeavoring to remove existing 
opportunities for abuse, presumably 
thought to take a forward step when they 
introduced the first law bearing on common 
stock without par value. They added im-
measurable opportunity for involvement, 
probably unwittingly, when they went a 
step further and made similar provision for 
preferred stock. 
Preferred stock without par value is al-
ready on the market. The certificates, in 
the case of one corporation, are numbered 
and show the number of shares which they 
represent, as usual. There is no reference 
to the amount for which they were ex-
changed when issued. How the purchaser 
of shares from any holder other than the 
issuing company can tell whether he is 
buying something worth ninety-five dollars 
or fifteen cents, is a problem. How a quo-
tation is to be established is equally baf-
fling. The company may know how much 
was received from the sales of such stock, 
but how is the subsequent purchaser to de-
termine unless the paid-in value or the re-
demption value is endorsed on the stock 
certificates? And how is the transfer to be 
accomplished except the paid-in value or 
redeemable value is endorsed on the stock 
certificates? How, when shares of pre-
ferred stock are issued originally at differ-
ent rates and afterward merged into a block 
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covered by one certificate later to be sub-
divided, is the recipient of part of the 
shares to know what is the value of his 
equity, unless the certificates carry values? 
It is to be presumed that any corpora-
tion issuing shares of preferred stock with-
out par value at different rates will either 
identify the various issues by serial letters, 
ear-mark the stock by endorsing upon it the 
amount received in exchange therefor, or 
place upon it a redeemable value. 
One company has already issued pre-
ferred stock without par value, placed a 
value upon it of one hundred dollars per 
share, and agreed to redeem it at that fig-
ure. The question which naturally arises 
is, "Wherein then lies the advantage of 
having preferred stock without par value?" 
The answer probably is that such stock 
may be issued at any price which may 
please the company, without rendering the 
holders liable for assessment as would be 
the case were preferred stock with par 
value to be issued at some lower figure. 
In this case it seems apparent that the 
company recognized the necessity which 
in New York the statutes impose, of fixing 
a redeemable value for the preferred stock 
in order to establish the equity of the pre-
ferred shareholders. The New York law 
provides that "The certificates for pre-
ferred shares shall state the amount, if any, 
which the holders of each of such preferred 
shares shall be entitled to receive on ac-
count of principal from the assets of the 
corporation in preference to the holders of 
other shares. . . . " 
But assume that the company later needs 
more capital; common stock is not suffi-
ciently attractive to find ready sale, and 
even preferred stock redeemable at one 
hundred will not bring more than eighty-
five. How shall stock sold at less than the 
redeemable value be treated? The mere 
bookkeeping entries, assuming there is no 
question as to the redeemable value, ap-
pear simple enough, since presumably the 
amount received for the stock would be 
credited to a preferred capital account, 
with an amount equal to the difference be-
tween the value received and the redeem-
able value taken out of surplus, or out of 
common shareholders' equity, and set up 
as a credit to preferred shareholders' re-
demption account or one bearing a similar 
descriptive title. 
The point of difficulty comes where the 
rights of the respective equities cross one 
another. If the redeemable value is placed 
upon the preferred stock with the sanction 
of the common shareholders, there appears 
to be no point at issue. If the action is 
taken by the directors without ratification 
by the common shareholders, there might 
be grave danger not only of conflict be-
tween the two equities, but legal action by 
the common shareholders for the protection 
of their equity. There is also a counter-
question, in the absence of ratification, as 
to what extent dividends may be paid to 
common shareholders without first pro-
viding the redemptional margin for the full 
protection of preferred shareholders out of 
surplus. These points obviously should 
not be overlooked by the accountant in 
undertaking to set up the proper accounts 
or to reflect through a financial statement 
the relations between the corporation and 
the shareholders. 
Another company, having declared in 
advance a dividend on preferred stock pay-
able in quarterly installments over the en-
suing year, presents a question as to the dis-
position of the dividend charge, in the 
event that the profits for the corresponding 
year do not equal or exceed the amount of 
the dividend. There being in this case no 
surplus, separate and distinct from the 
common shareholders' equity, it is clear 
that any deficiency in profits necessary to 
meet the charge for the preferred dividend 
could be charged only against the common 
shareholders' equity. Again there arises a 
question as to the right of the directors to 
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take action without their consent which 
would reduce the equity of the common 
shareholders. The conflict here is between 
the directors and the common shareholders, 
rather than between the corporation and 
the state, since the stated capital is suffi-
ciently under the combined preferred capi-
tal stock and common shareholders' equity 
so that the statute governing the payment 
of dividends in reduction of capital would 
not be violated. 
The problems surrounding capital stock 
without par value are too varied to permit 
of general rules for their solution. It 
would therefore be ill-advised in closing 
this series of articles to attempt the formu-
lation of rules to govern the accounting re-
lated thereto. On the other hand, it may 
be found helpful if a few classified thoughts, 
in summary form, are set down, to wit: 
1. Ascertain the state in which the cor-
poration is chartered and consult the laws 
thereof bearing on shares of stock without 
par value, particularly as to provisions of 
issue and dividends. 
2. Determine amount of stated capital, 
if any, and take into consideration the 
significance thereof. 
3. Credit amounts received or values 
arising from sales or issues of stock to an 
account entitled "Paid-in Capital," differ-
entiating in case there is both preferred and 
common stock. 
4. Credit net profits or charge net losses 
to surplus account. The idea that a cor-
poration having stock without par value 
has no need for a surplus account is erron-
eous. 
5. Credit appreciation of property, when 
based on sound values, to special surplus 
account. This suggestion is based purely 
on the theory of classification and a desire 
to maintain the regular surplus account as 
a summary of operating results unaffected 
by credits arising through revaluation, or 
other adjustments, and not because the 
special surplus is legally different in char-
acter for dividend purposes. 
6. Declare cash dividends out of surplus 
from operations and apply charges for such 
declarations against such surplus until the 
latter has been exhausted. Dividends, 
presumably, may be declared out of any 
surplus, but may not encroach upon stated 
capital. Paid-in capital and stated capital 
are not necessarily synonymous, and it is 
probable that in cases where the paid-in 
capital exceeds the stated capital, the ex-
cess may in some states be used for divi-
dends. In certain states, however, the 
statutes are specific in prohibiting such use. 
7. The wisdom of setting up a specific 
redemption account for the difference be-
tween the paid-in capital and the redeem-
able values in the case of preferred stock 
without par value is in question. At least 
a notation as to the redeemable value 
should be made at the head of both pre-
ferred and common accounts showing the 
paid-in values. 
As to the balance sheet, there are several 
moot questions. The most notable one, 
probably, is that which concerns the man-
ner in which the excess of assets over lia-
bilities and preferred capital, if any, shall 
be shown. Other questions have to do 
with the manner of showing the preferred 
shareholders' equity where there are pre-
ferred shares without par, but with a 
redeemable, value. 
The first thought which usually arises in 
the mind with regard to the balance sheet 
is that the excess of assets over liabilities 
and preferred capital, if any, belongs to the 
common shareholders and represents their 
equity in the assets. On this ground it is 
frequently contended that there is no rea-
son for showing the excess in question ex-
cept in one sum described as common 
shareholders' equity. But objection to this 
arises from the fact that such procedure 
indicates in no way the derivation of the 
equity amount and may obscure material 
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information bearing on the status and ad-
ministrative policy of the company, or in 
fact conceal capital transactions in which 
the reader of the balance sheet is properly 
interested. 
Showing the equity in one sum prevents 
the disclosure of (a) how much common 
capital was paid in; (b) how much repre-
sents accumulation of net earnings; (c) 
whether or not there have been encroach-
ments on paid-in capital through dividends 
or losses; (d) whether or not any of the 
equity is represented by appreciation of 
assets; (e) whether or not any cash or stock 
dividends have been declared or paid dur-
ing the period ended at the date of the 
balance sheet. 
All of the above information is essential 
to proper consideration of the company's 
condition by shareholders, by bankers, or 
by any other interested parties, and, if 
shown, tends to promote confidence rather 
than excite suspicion, even though the 
showing may not be as favorable as might 
be desired. 
As a concession to the wishes of clients 
the public accountant may find it necessary 
to condense the figures representing the 
phases of common proprietorship above 
mentioned, even to the extent of showing 
the common shareholders' equity in one 
amount. He should hold, however, for 
the distinction on the balance sheet be-
tween capital and surplus. If this is not 
acceptable, he should insist that the assets 
and liabilities as well as the preferred capi-
tal be so described as to bring out any im-
portant facts having a bearing on the val-
ues upon which the common shareholders' 
equity is based. 
The question, in the case of preferred 
shares, of how the excess of redeemable 
value over paid-in value should be shown is 
somewhat perplexing. To take the excess 
out of surplus or out of common share-
holders' equity and set it up as a credit in 
favor of preferred shareholders, is perhaps 
somewhat arbitrary. Such procedure 
might indicate a positiveness with regard 
to the legal relations between the common 
and the preferred shareholders not justified 
by the facts nor within the province of the 
accountant. If, however, the two groups 
of shareholders are agreed as to the rights of 
the preferred group, the legal obstacle is 
removed and there remains the question as 
to the method which will best express the 
situation. On this, opinion may be divided. 
There can be no question of definiteness if 
the amount involved is set up as a redemp-
tion reserve. On the other hand the same 
result would seem to be accomplished by 
making use of parenthetical descriptions. 
An explanatory caption in connection 
with the preferred stock might answer the 
purpose as to that stock. It might fail in 
its purpose if the reader of the balance 
sheet were considering the common stock 
and failed to notice the qualification at-
taching to the preferred. It appears, there-
fore, that the procedure most satisfactory 
to all concerned will be found in qualifying 
both captions, somewhat as follows: 
Preferred stock (50,000 shares with-
out par value, redeemable at 
$100 each, and requiring in the 
event of redemption a payment 
of $750,000 in addition to the 
value shown herewith) $4,250,000 
C o m m o n shareholders' equity 
(subject to charge of $750,000 
for redemption of preferred 
stock) 
100,000 shares with-
out par value: 
Paid-in capital. . . $6,250,000 
Surplus 1,750,000 $8,000,000 
It appears important on account of the 
variation in laws of different states that 
any balance sheet involving shares of stock 
without par value should show the state 
in which the corporation was organized. 
It is also important that in any case where 
the laws of the state make a provision for 
stated capital the amount thereof should 
be shown on the balance sheet. 
22 H A S K I N S & S E L L S March 
Bank Confirmations 
AMONG the oldest of many devices employed by public accountants as a 
means of obtaining independent verifica-
tion of facts and figures is that of writing 
to banks for confirmation of balances. 
The measure is based on the theory that 
the information over the signature of a 
bank official is more reliable than that 
obtained from a pass book or monthly 
statement. It puts the responsibility for 
the certification on some official rather than 
on a clerk or bookkeeper. It provides the 
accountant with evidence which he may 
file away with his working papers in sup-
port of his cash figures. 
An outline of the historical development 
of the present day form would probably 
show that so effective was the original 
device in confirming the balance itself, that 
other matters, such as interest on balances 
and indebtednesses on indorsements, were 
added. 
The cooperation of the bankers in these 
matters has been splendid. In the face of 
an ever increasing flood of requests they 
have generally responded promptly and 
gladly. They have hesitated only with 
regard to interest, particularly when the 
request covered interest for a long period 
rather than the last interest credited. 
Because of irregularities effected through 
the manipulation of interest, the wording of 
requests to banks has from time to time 
been made more specific and the corres-
ponding demands upon banks who comply 
more exacting. 
Having in mind the irritation which 
such procedure may cause to bankers, we 
have decided to abandon the practice of 
asking for confirmations of interest except 
where the circumstances surrounding a 
particular case denote the necessity of so 
doing. 
In the reprinting of Form 128, the lines 
now reading "The last interest credit or 
payment prior to was $ 
on " will be omitted and in the 
meantime ruled out on old forms. It will 
then be incumbent upon everyone who has 
occasion to audit cash to exercise thor-
oughness with regard to interest on bank 
balances in seeing, where the daily balance 
is of sufficient size to carry interest, that 
such interest is included in the accounts. 
The accountant is on notice to look for 
interest on bank balances. He is not ex-
pected to calculate and verify the amount 
of the interest, but he should be able to 
get a general line on the amount of the 
interest by a glance at the balances carried. 
It is the rule rather than the exception that 
interest is credited on daily balances. The 
minimum amount which must be kept on 
deposit varies in different localities, but in 
many instances is fixed at a thousand 
dollars. If the accountant finds no interest 
credited he is charged with the duty of 
making inquiry. Depending upon the 
result he may or may not be led on to in-
vestigation. Large daily balances create 
the presumption of interest. The absence 
of any interest credit, or marked fluctua-
tions in the amounts of credits, call for 
investigation which naturally leads to the 
bank. Such are some of the circumstances 
surrounding a particular case which may 
call for an inquiry addressed to a bank. 
There have been cases in the experience 
of the firm where a request to a bank for 
confirmation of interest credited would not 
have resulted in a satisfactory reply had 
the request met with answer to the ques-
tion as stated literally, for the reason that 
the banks in question either through 
regular practice or in accordance with 
specific arrangement paid the interest by 
means of a bank check instead of crediting 
the depositors' accounts. In some of these 
instances, irregularities occurred through 
employes of clients who collected the in-
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terest and deposited the checks in personal 
accounts in other banks. 
The abandonment of the practice of 
asking banks to confirm interest allowed 
on balances calls for maximum alertness 
and thoroughness on the part of account-
ants in this as well as all other matters 
affecting cash. The auditor is matched 
against all kinds of clever individuals who 
handle cash and make the records thereof. 
The task of formulating rules which will 
automatically discover all the means for 
accomplishing or covering up irregular-
ities which the human mind through 
ingenuity or force of necessity can devise, 
is hopeless. The auditor must depend 
not only on his knowledge of business 
methods and bookkeeping routine, but 
upon his mental alertness; sometimes 
on instinct. 
THE operation of reading the minutes during the course of an audit is not 
intended to be a pastime or diversion. It 
has as its object the serious purpose of 
seeking information which may have bear-
ing on the financial operations and account-
ing of the organization in question. The 
word "minutes" is an all-inclusive term, 
and covers not only those of the stock-
holders and directors, but also those of the 
executive committee and any other stand-
ing or special committees, the work of 
which is in any way related to the financial 
operations or policies of the organization. 
The minutes record the action of the com-
pany's legislative bodies, so to speak, and 
in effect become the laws governing the 
conduct of the organization. The minutes 
of the executive committee are, as a rule, 
the most voluminous, since that committee 
is the active force behind the company's 
operations. The actions of the executive 
committee are usually subject to adoption 
by the directors, while many of the acts 
of directors require ratification by stock-
holders in order to become effective. 
Minutes frequently disclose conditions, 
stipulations, authorizations, or restrictions, 
which have a direct bearing on the account-
ing, and to which attention is not always 
given by company employes in the ac-
counting. The reading of the minutes 
frequently brings to the attention of the 
public accountant moot questions of which 
otherwise he would be ignorant. These 
questions are becoming more and more 
frequent, and the prospect is that they will 
increase in number with the introduction 
of laws regulating the issue of stock without 
par value, both common and preferred, in 
various states. 
One of these questions, relating to divi-
dends, came to light recently. The moot 
question involved the necessity, from an 
accounting point of view, of showing on the 
balance sheet as a liability, the unpaid 
cumulative dividend on preferred stock. 
This question arises more or less periodi-
cally, but it appears that there should be 
no particular difficulty in deciding it. 
Dividends become a liability when declared 
and not until then. The only right which 
a stockholder holding preferred shares with 
a cumulative provision has, is that of 
receiving from the corporation, before any 
dividends are paid to common stockholders, 
the full amount of the dividend accumu-
lated. It naturally follows, therefore, that 
if the stockholder has no right, the corpora-
tion has no obligation to pay dividends, 
even under the provision of accumulation, 
until such dividends have been declared 
by the directors. It seems important, as 
a matter of information, that some refer-
ence should be made on the balance sheet 
to the percentage of cumulative dividend 
preference. This is usually accomplished 
by a footnote setting forth the facts relating 
Reading the Minutes 
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to this particular phase of the situation. 
It is obviously wrong to set up the liability 
until dividends have been declared. 
It becomes our sad duty, in this number 
of the Bulletin, to chronicle the death of 
Mrs. Sells, at Cromwell, Connecticut, 
Monday, February 20, 1922. 
Born March 3, 1862, at Dubuque, Iowa, 
Mrs. Sells, who before her marriage was 
Miss Mabel E. Graves, spent the earlier 
part of her life in the Middle West, coming 
to New York when Mr. Sells' professional 
engagements brought him here. 
While Mrs. Sells has been an invalid for 
the past fifteen years and her failing health 
more recently has given little hope of re-
covery, the realization of her death brings 
a sense of deepest sorrow and loss to the 
many by whom she was known and loved. 
The funeral services, held at her late 
home, "Wattland," King Street, Green-
wich, Connecticut, Thursday morning, 
February 23, were attended by a large 
representation from the Haskins & Sells 
organization and members of the account-
ancy profession. The ceremony, charac-
terized by its sweet simplicity, was most 
impressive, and the wealth and beauty of 
floral tokens were a fitting tribute to the 
esteem in which Mrs. Sells was held. 
The interment was in Putnam Cemetery 
at Greenwich, in a spot marked by its sim-
plicity and thoughtful consideration in 
selection. 
The following note, written by Mr. Sells 
in appreciation of the many attentions of 
which he was the recipient, is expressive of 
the keen interest with which Mrs. Sells fol-
lowed the progress of the organization: 
Dear Members of the Firm: 
The rose wreath on a pedestal in the bed of 
ferns with your expression of sympathy 
touched me deeply. Its delicacy, its beauty, 
and its magnificence typify the character of 
your constant interest in, and devotion to, Mrs. 
Sells and me during the many years of her 
failing health. Need I say of her that her 
loyalty to, and pride in the firm, and deep 
personal interest in each one of us, never 
faltered. Your attentions at this time will 
ever be a sweet memory and I thank you with 
all my heart. 
Sincerely, 
(Signed) E. W. S. 
Wattland, February 23, 1922. 
At a meeting of the Johnstown (Pa.) 
Society of Accountants, held on February 
23, the speakers were Messrs. E. C. Gause 
and A. J. Farber of our Pittsburgh office. 
Mr. Gause spoke on "Financial State-
ments," and brought out the advantages of 
closing the books and preparing statements 
at the end of the natural business year 
rather than December 31. Mr. Farber 
dealt with the subject of "Tax Laws" and 
was engaged for several hours after the 
close of his paper in discussing questions 
bearing on the tax situation. 
It is with no small pride and pleasure 
that we announce that Messrs. J. F. Coer-
ver, W. G. LaRue, J. M. Neumayer, W. A. 
Robertson and E. F. Wetteroth, all mem-
bers of the St. Louis staff, have recently 
obtained the CP.A. certificate of the State 
of Missouri. This is a most encouraging 
and creditable showing, not only for each 
of the successful candidates, but also for 
the St. Louis Office. 
We also note with pleasure that Mr. C. 
Doiseau, Assistant Manager, New Orleans 
office, has recently received the C. P. A. 
certificate of the State of Louisiana. 
Mr. F. L. Wilkinson, of the staff of the 
New York 39th Street office, is to be con-
gratulated upon his article, appearing in 
the Journal of Accountancy for March, 
1922, entitled, "Accounting for Electric 
Light and Power Industries." The paper 
was presented as a thesis at the November, 
1921, examinations of the American Insti-
tute of Accountants. 
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BUSINESS, to use a slang expression, had its wallop last year. Contracted 
buying, falling prices, inventory paring, 
all combined to produce a year of economic 
terror such as the country has not experi-
enced in almost three decades. The busi-
ness which made money last year was the 
exception. Heavy losses were the vogue. 
There was at no time a panic, it must be 
remembered. But the depression was 
marked and persistent. 
Now things are looking better. The 
stock market shows a steadily stronger 
tone. There is increased volume in steel 
buying. Copper mines are again be-
ginning to start up. Commodity markets 
generally are showing strength. Foreign 
exchange with the more important coun-
tries is improving. There is marked de-
mand for men to fill positions in the non-
professional accounting field. 
The effect of last year's business de-
pression is just now being felt by ac-
countancy practitioners. The business 
man, always naturally more interested in 
profits than losses, has not overlooked 
the public accountant in effecting his 
economies. Accountancy practice has not 
been so flat in years. And there is little 
prospect of improvement for some time 
to come. 
But the lull should not be without its 
compensation. It offers an opportunity 
to do some thinking; to take an inventory 
and make an appraisal. The time avail-
able for such introspection bids fair to be 
long. So the job should be a thorough 
one. 
The public accountant needs to check 
himself up. He is getting careless and 
self-satisfied. If there is any doubt of 
this, witness the criticism of bank men 
heaped upon him in at least three public 
utterances during the past year. But 
note that the criticism was intensely con-
structive. The humiliating part is that 
the accountants had to be told instead of 
finding out for themselves. 
Discoveries and inventions have usually 
come only as a result of research and study. 
The philosophy underlying accountancy 
practice has been neglected. Such tech-
nique as exists is generally the child of 
urgent, driving necessity; not the result 
of thoughtful deliberation and scientific 
planning. Accountancy practice needs to 
Introspection 
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be studied. No great improvement in it 
will come until some one puts in some time 
doing so. 
What better time than the lean stretch 
ahead to do some thinking? What better 
opportunity for us during the long pull to 
the next busy season than to indulge in 
some self-examination and take steps 
which will result in greater satisfaction to 
clients in the work which we do for them? 
The end of the world is not yet. The sun 
is still shining behind the clouds. 
Prepaid Expenses and Their Treatment in the Balance Sheet 
By L. E. PALMER, Assistant Manager, New York 39th Street Office 
APROPOS of the present interest in the relations among bankers, bor-
rowers, and accountants, the considera-
tion of prepaid expenses and other de-
ferred charges and their treatment in the 
balance sheet may be worthy of attention. 
Accounting generally takes cognizance of 
such items and they are usually included 
in balance sheets properly drawn up. 
There is ample precedent for such proce-
dure in the rulings of the Interstate Com-
merce Commission and other govern-
mental bureaus and boards. The ques-
tion is perhaps one of where they should 
be set forth in the balance sheet, rather 
than one of whether or not they should be 
included. The question bears partly on 
their value as quick assets, or the bearing 
which they have on the liquid condition 
of a given organization. 
In respect of this group of accounts, 
comprising prepaid insurance, rent, taxes, 
etc., there is often a marked difference of 
opinion as between the manufacturer and 
the banker. The manufacturer frequently 
considers all expenses of this nature to be 
a part of cost. The banker generally 
holds all such items to be intangible, not 
possible of realization in cash, and there-
fore not properly included among the 
quick assets. There is an obvious incon-
sistency in the policy of the manufacturer 
who contends that insurance, rent, taxes, 
etc., constitute a part of his manufacturing 
cost, and at the same time, classifies a 
portion of such expenses under deferred 
assets, whereas another portion has been 
included in the value of inventories of 
work-in-progress and finished goods. 
Excepting there be need to compare 
production cost of factories owned and 
factories rented, the writer can see no 
great harm in the inclusion in operations 
of items of this nature, so long as they 
apply directly to property used for manu-
facturing purposes. He is of the opinion, 
however, that to conform strictly with 
economic theory they should be excluded 
from manufacturing costs and included 
in general expenses or deductions from 
income. In any event, the point is again 
made that if certain expenses are compre-
hended in manufacturing costs, any de-
ferred portions of these expenses should 
be carried in the same section of the 
balance sheet as inventories. It is gener-
ally necessary to convert raw materials into 
finished stock, and finished stock into 
accounts receivable, before it is possible 
to realize any cash. It is necessary to do 
no more than this in the case of prepaid 
operating expenses. 
The banker's attitude in the matter is 
generally opposed to the inclusion of such 
items. He casts them aside immediately 
in making his calculations. If they are 
set out separately, his work in this respect 
is facilitated. If they are merged with 
other items so as not to be readily recog-
nized, the banker, through analysis, pur-
sues them, so to speak, until they are 
identified and extricated from their con-
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solidation with other items. It sometimes 
appears that the banker arbitrarily ex-
cludes them as the result of a predeter-
mined policy, and without regard to 
whether such policy is or is not consistent. 
The banker is merciless in this respect, 
and usually takes the position that the 
subject is not open to argument. Any 
criticism of the banker's attitude must, 
however, always be tempered with the 
thought that he is prompted in his policy 
by the utmost conservatism. He takes 
no chances, and anything which is the 
least bit questionable is cast out without 
the benefit of any doubt. 
In cases of forced liquidation of a busi-
ness, there is of course little or no cash 
value in prepaid expenses, while there is 
a possibility of realizing some part of the 
original cost in the case of materials. It 
does not appear reasonable, however, 
that the balance sheet of a going concern 
need be constructed on the basis of im-
mediate liquidation. Value to a going 
concern is considerably different from 
value in the case of a concern facing liqui-
dation. The banker in coming to his 
conclusions with regard to the desirability 
of a loan, takes into consideration so many 
other factors, such as character, mana-
gerial and business capacity, that he would 
not appear inconsistent, were he, in the 
case of a going concern, to give some con-
sideration to the value of prepaid expenses. 
If they are properly included as an item 
of value from which financial condition 
is determined, they would appear to have 
some bearing on the liquid condition and 
to constitute one of the factors upon which 
the banker bases his judgment. 
Comments as a Part of Accountants' Reports 
By J . M. PALEN , of the New York Broad Street Office 
(Continued) 
Comments should be arranged in the 
order in which the items to which they 
relate appear in the statements, except 
that where one comment explains two or 
more items of an exhibit, both items may 
be included in the caption of the comment, 
even though one may be an asset and one a 
liability or reserve. Contra items are 
frequently treated in this manner. Other 
examples are the amounts due from and 
to foreign agencies, in connection with 
which we may wish to say that statements 
of account have not been received at the 
date of rendition of the report, but that 
they will be reconciled by us as they are 
received, and a supplementary report 
rendered, if necessary. Below is an illus-
tration of a similar case: 
"ADVANCE PAYMENT ON CONTRACT— 
IN SUSPENSE—$8,500.00. 
"ADVANCE COLLECTION ON CONTRACT— 
IN SUSPENSE—$12,500.00. 
"These amounts represent, respectively, 
a payment to the Roanoke Foundry Com-
pany and an amount received from the 
United States Shipping Board, on account 
of a davit contract subsequently cancelled, 
settlement of which is in suspense." 
In cases of a first engagement, especially 
where the company is a newly organized 
one, it is sometimes appropriate to give a 
history of the concern, which may be 
covered in an introductory paragraph 
under "History." The date and place 
of organization should be shown, the 
purpose of the corporation, its capitali-
zation, and, where there is any reason for 
its inclusion, a description of the property 
and the character of the operations, a list 
of the officers, or possibly other facts. 
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Such information is especially appropriate 
in the case of a special examination for 
investors or for sales negotiations. 
Captions relating to balance sheet items 
should follow the wording in the balance 
sheet, and, where it may be done con-
sistently throughout the report, should 
show amounts; e.g., "Cash on Deposit to 
Pay Interest and Dividends—$7,812.12." 
Sometimes, however, we wish to comment 
on a group, such as inventories, as one 
item, and we find that the total amount 
of the inventories is not shown in the 
balance sheet, but that they are expressed 
thus: 
INVENTORIES: 
Finished goods $10,006.04 
Goods in process 5,126.50 
Materials and supplies 2,345.86 
It is not considered advisable here to 
insert the total of these three amounts 
in the caption "Inventories," as such 
amount is not shown in the balance sheet 
and would therefore be confusing to the 
reader rather than helpful. In such cases 
the amounts should be omitted from all 
captions in the comments, unless there 
are not more than two items in the group, 
in which case we may do this: 
ACCOUNTS RECEIVABLE—CUSTOMERS— 
$86,411.20. 
ACCOUNTS RECEIVABLE—OTHER—$12,-
427.96. 
If we wished to comment only on the latter 
item, the "other" accounts receivable, it 
would be necessary to change the wording 
in the balance sheet to "sundry" or 
"miscellaneous," as "other accounts re-
ceivable," standing alone, obviously means 
nothing. 
When a reserve is shown on the asset 
side of the balance sheet as a deduction 
from the property account and we wish 
to comment on both the property and the 
reserve under one heading, we may state 
our caption in the comments thus, showing 
the net amount: 
FURNITURE AND FIXTURES (less reserve) 
—$6,514.79. 
Matters relating to the statement of 
income and profit and loss, unless they 
deal in considerable detail with several 
of the items, may be covered under one 
caption, "Operations." 
Remarks of a general nature appear at 
the end under the caption "General." 
It is not necessary to comment upon 
every item of the balance sheet or other 
statement. If we do not wish to com-
ment upon its verification and if its nature 
is clearly indicated in the statement, there 
is no necessity for repeating the informa-
tion in the comments. Neither is it 
necessary to say as the only comment 
under a caption, "The details of this item 
are shown in Schedule No. 1 of Exhibit 
It is frequently possible, especially where 
an item is unusual in its nature, to word 
the caption in the balance sheet so that 
comment will be unnecessary. For in-
stance, we may have an item of 1919 
federal income taxes of a predecessor 
company, in dispute, payment of which 
is awaiting a decision of the Treasury 
Department. All the essential facts may 
here be expressed in the balance sheet, 
thus: "Unpaid portion of federal income 
tax of Marine Equipment Company for 
the year 1919, awaiting adjustment of 
claim for abatement." A more common 
illustration is that of miscellaneous ac-
counts payable which consist of only two 
or three items. If it is desired to show 
somewhere in the report the names of 
these accounts but no other information 
regarding them, the necessity for com-
ment may be avoided by showing the 
accounts payable in the balance sheet 
thus: 
Accounts payable: 
Trade creditors $57,515.20 
J. H. Smith 1,525.00 
Securities Corporation 9,500.00 
Bulletin HASKINS & SELLS 29 
If bonds payable are described in the 
balance sheet as "First mortgage, 5%, 
sinking fund, gold bonds, due 1938," in 
many cases there will remain nothing to 
comment upon except the method of veri-
fication and changes during the period 
of audit. Of course, the balance sheet 
should not be cluttered up with unim-
portant information, but where two words 
in the balance sheet may be made to do 
the work of ten in the comments, the two 
words should by all means be used. 
Where the client is an old one and is 
thoroughly familiar with the methods 
used in conducting an audit, it is some-
times possible to omit references to veri-
fications, and to confine the comments to 
more interesting matter. In the vast 
majority of audit reports, however, it is 
considered advisable to describe the 
method of verification of such items as 
cash, securities owned, capital stock, 
bonded debt, and sometimes notes re-
ceivable and notes payable. 
Under the ordinary arrangement, the 
first item on the balance sheet is property. 
Where it is practicable to do so, the basis 
of valuation should be stated. There 
may be a summary of the property by 
classes or locations, which may also show 
the related reserves for depreciation. 
Where the changes in capital accounts 
are of sufficient importance to justify 
comment, it should be stated whether 
or not the charges and credits were ex-
amined. If they were not examined, we 
should give our reasons for not doing so. 
A summary of the changes during the 
period is interesting and appropriate. 
If the property accounts have not been 
examined prior to the current audit 
period it should be so stated. 
If the reserves for depreciation are 
shown on the balance sheet as deductions 
from the property they should be dis-
cussed at the time the asset is discussed. 
If they appear among the liabilities they 
may be commented upon under assets 
or under liabilities, as seems more appro-
priate. Where the only comment relates 
to the provision made during the year it 
seems better to make that statement 
while commenting upon the asset. The 
rates of depreciation for the several classes 
of property should generally be shown. 
If the changes in the property accounts 
during the period were considerable, it 
should be stated whether the rates were 
applied to the balance in the account at 
the beginning or at the end of the period. 
The details, or a summary, of any charges 
to the reserve on account of replacements 
or retirements, should be shown. If the 
reserves are grossly excessive or grossly 
inadequate, that fact should be pointed 
out. 
It is always desirable that something 
should be said which will throw light on 
the adequacy of the reserve for deprecia-
tion. Where our examination of the prop-
erty accounts has been sufficiently 
thorough to satisfy us that the company's 
provision for depreciation has been very 
conservative, we may state that "the 
reserve for depreciation appears to be 
adequate" or "ample." In the many 
cases in which we are not in a position 
safely to express an opinion, we may at 
least state the rate and amount of the 
provision made in the current period. 
If there are but few securities owned, 
the details may be shown in the balance 
sheet or in the comments; if many, in a 
schedule or not at all. We should be able 
to state that they were verified by in-
spection of those on hand and by confirma-
tion obtained from the holders in respect 
of those held by others. If any securities 
are pledged that fact should be shown in 
the balance sheet, as should the hypothe-
cation of any other assets. Exceptions 
to this are the balance sheets of brokerage 
and similar houses. The comments may 
appropriately show to whom and for what 
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purpose the securities are pledged. The 
balance sheet should show, also, whether 
the securities are stated at cost, par, or 
market value, or at a book value which 
may be arbitrary; and if the discrepancy 
between the amount at which they are 
stated and their market value is con-
siderable, attention should be called to 
this fact in the comments, unless market 
as well as book values are shown in the 
balance sheet or schedule of investments. 
If we are unable to ascertain the market 
value of any of the securities we should 
so state. In connection with investments 
in securities of subsidiary companies where 
consolidated statements are not submitted, 
information may be given regarding the 
value of the securities as disclosed by the 
books or reports of the subsidiary com-
panies. 
The market value of securities owned 
is not important in the case of public 
institutions, which usually carry them at 
cost, at the market value at the date of 
acquisition, or at par. 
As to cash, the verification should be 
such that we may say in the comments 
that the cash balance at the date of the 
balance sheet was verified by count of 
that on hand and by certification obtained 
from the depositary in respect of that 
on deposit. If any considerable amount 
of cash represents restricted funds or time 
deposits that fact should be shown in the 
balance sheet, whether or not mentioned 
in the comments. 
In commenting upon notes receivable 
and payable, we frequently tabulate the 
details, showing makers or payees, dates, 
maturities, interest rates, and amounts. 
The names of endorsers and a description 
of collateral pledged as security should 
also be shown, except that where collateral 
has been deposited to secure a note 
payable, and that fact has been stated in 
connection with the asset, it may not be 
necessary to comment upon it again under 
notes payable. There seems to be little 
value in a tabulation of the notes, how-
ever, when so much time has elapsed be-
tween the date of the balance sheet and 
the rendering of the report that the com-
position of these items has probably 
changed entirely. 
The accounts receivable constitute one 
of the most interesting items on the 
balance sheet and one which frequently 
receives the most perfunctory comment. 
They usually represent a goodly propor-
tion of the current assets, and may very 
easily contain a large amount of uncol-
lectible, or at least doubtful, accounts. 
No report is complete without an expres-
sion of opinion as to their collectibility 
and the adequacy of the reserve for pos-
sible losses in their collection. A sum-
mary, by periods, of the accounts in 
arrears is an effective means of presenting 
this information. It is desirable, of course, 
to be able to state that the accounts are 
current and appear to be collectible, or, 
if we have not been able to form an opinion 
as to their collectibility ourselves, we 
may say that the accounts were reviewed 
with the credit manager or other person, 
in whose opinion they are collectible; or, 
that we are informed by the secretary 
that the company considers the accounts 
to be collectible. Sometimes it is possible 
to be more specific; as, for instance, we 
may say that "the accounts appear to be 
collectible, with the exception of an 
amount of $1,500.00 due from Smith & 
Company, for which a reserve in like 
amount has been provided." The 
amounts, and in some cases the names of 
accounts written off during the period may 
be shown. It is important to state the 
basis upon which provision has been made 
in the reserve. 
There appears to be little point to the 
time-worn remark to the effect that the 
aggregate of the balances of the individual 
accounts was found to be in agreement 
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with the controlling account in the general 
ledger. If the detail is either in excess 
of or less than the balance of the con-
trolling account that fact should be 
commented upon, unless the concern is 
very large and the discrepancy compara-
tively small, in which case we usually 
know that the matter is being properly 
taken care of by the office employes. 
(To be Continued) 
An Anniversary 
The New York State Society of Certi-
fied Public Accountants, of which Mr. 
Howard B. Cook is president, commem-
orated the twenty-fifth anniversary of its 
foundation by a banquet on the evening of 
April 10, 1922, at the Waldorf-Astoria, 
New York City. The occasion called to-
gether a notable gathering of members of 
the profession, including many of the 
Council of the American Institute of Ac-
countants, and the presidents of state 
societies. The toastmaster of the evening 
was Dean Joseph French Johnson of New 
York University. Speeches were made by 
Messrs. Edward L. Suffern, Edward E. Gore, 
Bruce Barton, Senator William M. Calder 
and Theodore H. Price. 
We announce the appointment, effec-
tive April 1, 1922, of Mr. L. E. Palmer as 
assistant manager of the New York 39th 
Street Office. 
We note with pleasure that Mr. E. C. 
Gause has recently received a C. P. A. 
certificate issued by the State Board of 
Accountancy of Delaware. Apropos of 
this degree, Mr. Gause writes under date 
of March 16: 
"I value this certificate because it is the 
first one issued by the Board under the recip-
rocal clause and also because Delaware is 
the state of my birth and early life." 
Mr. Gause also holds C. P. A. cer-
tificates of the states of Pennsylvania, 
Ohio, Missouri, Colorado, and Oklahoma. 
Mr. J. N. Casella, of the Denver Office, 
has our congratulations upon his success 
in passing the C.P.A. examinations held 
by the State Board of Accountancy of 
Colorado in November, 1921. 
Book Reviews 
Willard, Raymond D. System Building 
and Constructive Accounting. (New York, 
McGraw-Hill Book Company, Inc., 1922. 
307 p.) 
This book, so far as is known, is the 
first one to treat, comprehensively or 
otherwise, the principles of system work. 
There are numerous books on the market 
which deal with systems for one line of 
business or another, but it has been diffi-
cult in the past to find any one source 
where the general principles underlying 
system work have been discussed as such. 
It is, therefore, pleasing to have the sub-
ject presented in an organized manner. 
The first seven chapters are devoted to 
such subjects as the importance of system 
work in connection with business activi-
ties; the various steps incident to design-
ing and installation; detail of, and pro-
grams to be followed in, investigation pre-
liminary to system installation; the im-
portance of system reports; and general 
outline to be used in preparation thereof. 
While thanks are in order for such gen-
eralizations as the author has offered— 
and the material which he presents bristles 
with information—there is much too little 
of it to suit the student who is interested 
in the philosophy underlying system build-
ing. While it is hardly fair to criticize 
the author for having given so much rela-
tive space to commercial papers and rul-
ing and printing, there is an echo of past 
activity on the part of a Boston con-
temporary who, while entitled to credit 
for the pioneer work which he did in sys-
tem building, has stressed to an exagger-
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ated degree the part which special forms 
play in system work. It must be said 
that accountants who have occasion to 
undertake system work might use to ad-
vantage and to a much greater extent 
than at present, standard forms and books 
available from commercial stationers. 
Lest the reviewer be accused of placing 
undue emphasis on this phase of the book 
under review, it should be said that this 
minor defect, which may or may not be a 
defect according to opinion, is entirely 
overshadowed by the large number of 
systems presented by the author, which 
occupy probably 99 per cent. of the space 
in the book. These systems embrace an 
automobile sales company, a grocery com-
pany, a club, a leather company, and a 
hospital. 
The book is well written, and should be 
favorably received by all who are inter-
ested in the literature of accountancy. 
Wall, Alexander. Analytical Credits. 
(Indianapolis, The Bobbs Merrill Com-
pany, 1922. 258 p.) 
The ordinary revolutionist is as a rule 
far from popular. The author of this 
book, having the courage of his convic-
tions, has blazed a trail through a dense 
wood of fear and scepticism, which en-
titles him to high commendation. He 
may be wrong in some of his conclusions. 
He undoubtedly is wrong in some of the 
statements which he makes; but he has 
on his side the fact that the conclusions 
to be drawn from some of the statistical 
data which he advocates stimulate and 
promote conservative rather than liberal 
action. 
Any accountant who is interested in 
bank credits and the relation which bank 
credit work has to accountancy, should 
obtain a copy of this book and live with it 
for several months. One of the most 
severe criticisms which may be made of 
the public accountant is that he has not 
yet taken the time necessary to make a 
study of the uses, from a point of view of 
information, to which financial statements 
may be put. The author of this book 
through its pages stands ready to teach 
the public accountant a lesson which, if 
it means nothing to him as a matter of 
education, will substantially add to his 
bank account, through the increase of his 
practice, and the improvement in the serv-
ice which he renders to clients. 
The public accountant is too much a 
compiler of figures, a maker of state-
ments, and he has not yet begun to enter 
into his full usefulness to clients because 
he has not appreciated the importance of 
interpreting the statements for the bene-
fit of his clients. 
Fitting acknowledgment should be made 
to the author of this book for the fearless, 
assertive manner in which he has attacked 
this problem, so long shunned by the pub-
lic accountant. This is indeed an indict-
ment of the public accountant, but it is 
merited. 
While there are doubtless certain chap-
ters in the following table of contents 
which may not be of particular interest 
to accountants, chapters 6 to 16 contain 
enough meat to warrant not only careful 
perusal but thorough study and absorp-
tion by everyone who claims accountancy 
as his profession or accounting as his vo-
cation. 
Chapters 
1. The Genesis of Credit. 
2. Sources of Credit Information. 
3. A Word on Collections. 
4. Collection Letters. 
5. Acceptances. 
6. The Financial Statement. 
7. Comparative Statement Analysis. 
8. Analytical or Internal Analysis. 
9. Analytical or Internal Analysis, Continued. 
10. Type Analysis and the Application of the Law of 
Averages. 
11. Construction of a Barometric. 
12. A Critical Analysis. 
13. A Constructive Analysis. 
14. A Borrowing Limit. 
15. Commercial Paper. 
16. General Miscellaneous Items. 
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Constructive Criticism 
THE public accountant who is sensitive 
to criticism may well look about for 
some other field of endeavor. Irrespective 
of his high ideals and desire to approach 
perfection, it is inconceivable that he may 
come into contact with all types of persons 
and minds and all sorts of conditions, both 
familiar and unfamiliar, without meriting 
criticism of one kind or another. 
Destructive criticism is mean and low 
and tends to discourage. There is no 
place for such criticism in the affairs of 
the busy world of today. Constructive 
criticism, on the contrary, should be stimu-
lating and welcome. How may the public 
accountant learn wherein he fails to satisfy 
clients and others with whom he comes in 
contact unless someone takes the trouble 
to point out to him his mistakes in judg-
ment, understanding, and vision? 
During the past year, a number of 
bankers and bank credit men have criti-
cised public accountants, sharply at times, 
with respect to their professional reports 
on which bankers have come to rely in 
making loans. Whether or not the ac-
countant is at fault, has no place in the 
discussion. If the bankers are dissatisfied 
with accountants' reports, and take the 
trouble to bring specific cases frankly to 
the attention of the accountants, it should 
be sufficient cause for consideration with-
out giving rise to any sense of pique or 
sensitiveness in the matter. Quite the 
contrary; such criticism, being constructive, 
should be received in the spirit in which it 
is offered, and calls for whole-hearted 
effort on the part of the accountant to do 
whatever lies in his power to correct the 
situation. 
It may be regretted that the public 
accountant did not see the light before 
the banker found it necessary to raise these 
questions. But the situation having arisen 
it appears that the accountant should wel-
come the opportunity to cooperate with the 
banking representatives in improving the 
relation to which bankers and accountants 
are parties. 
One of the traditional difficulties in 
serving bankers has been that of ascer-
taining just what in the way of information 
was desired by the bankers. They have 
now given voice freely, frankly, and 
specifically, not once, but on several oc-
casions; not only as individuals, but 
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through their association of bank credit 
men, as to what they desire from account-
ants. 
Whether or not there may be beams in 
the eyes of the bankers, is beside the ques-
tion. They have criticised, but their 
criticisms have been constructive. It re-
M a y 
mains for the accountant to enter into a 
campaign of cooperation in bringing about 
improvement in the relation between 
bankers and accountants, rather than 
undertaking to counter with criticism of 
the banker, or taking the position that the 
accountant can do no wrong. 
Relating to Dividends 
THERE is perhaps no subject connected 
with accountants' reports which is of 
more importance than dividends. The 
subject has a popular interest because it 
touches intimately the relations of cor-
porations with stockholders. From the 
stockholders' point of view, safety of prin-
cipal is an important consideration; but 
the interest of the stockholder focuses 
very sharply on the return from an invest-
ment. The subject is of more than pass-
ing interest at the present time because 
of present and recently past economic 
conditions, and the tendency on the part 
of corporations to omit entirely, or reduce, 
dividends, particularly on common shares. 
The accounting procedure, in order to 
be technically correct, should follow the 
legal prescriptions, which permit dividends 
to become an actual liability only after 
proper declaration by the directors. The 
typical dividend imposes no difficulty upon 
the accountant in its handling; the divi-
dend is declared, it is charged against the 
profits or against surplus, and set up as an 
actual liability. 
There are, however, so many typical 
cases arising today that each such case 
must be made the subject of consideration 
and study on the part of the accountant. 
This is particularly true where the cor-
porations are large, the amounts involved 
are important, the shares have a wide 
distribution, and the financial affairs of 
the corporation are followed by a public 
keen for information. 
Shares carrying cumulative preference 
rights as to dividends require special con-
sideration. It may be said probably with-
out fear of contradiction, that cumulative 
dividend preference rights do not warrant 
or justify a corporation in setting up or 
stating any dividend liability in favor of 
stockholders having such rights, until the 
dividend has been declared by the direc-
tors. 
The wording of financial instruments, 
by-laws, contracts, and agreements is 
frequently obscure, and sometimes mis-
leading, as to the rights of stockholders 
and the duties of corporate representatives. 
In one contract of consolidation, the fol-
lowing provision was made: 
"The several shares of the preferred stock 
shall be entitled from and after 
the issue of such shares respectively, to re-
ceive out of the net profits of the company 
semi-annual dividends at the rate of six per 
cent. (6 per cent.) per annum. Said dividends 
shall be cumulative; that is to say, if not 
earned and paid in any given year, they shall 
accrue and accumulate, as if an interest 
charge, but shall be paid only out of net 
profits." 
The crux of the situation, in this case, 
is found in the words "shall be entitled," 
which perhaps suggest a definite expression 
as to the rights of stockholders to receive 
dividends. It is customary, however, in 
interpreting agreements of this character, 
to search for the intent, as indicated by 
the entire verbiage, rather than certain 
isolated words or phrases. It is therefore 
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difficult to conclude, in the case under 
consideration, that the intent was to do 
more than express a preference as to divi-
dends in favor of preferred stockholders 
as against, or ahead of, holders of common 
shares. 
While the accountant is charged with 
reading all documents and records which 
may have bearing on a situation of this 
kind, it appears that he should be guided 
constantly and at all times by the legal 
doctrine that dividends are not a liability 
until declared. It is of course desirable, 
in connection with cumulative preferred 
stock, as a matter of providing information 
to anyone who may be interested, that 
there should appear somewhere on the 
balance sheet, either in connection with 
the preferred capital stock outstanding, 
or as a footnote, the accumulation of prefer-
ence rights, if any, which must be met by 
the payment of dividends before any divi-
dends are declared in favor of the common 
shareholders. 
There are other instances where the ac-
countant needs to exercise precaution con-
cerning the statement of dividends; for 
example, where it is the practice of the 
directors to declare quarterly dividends, 
but, for one reason or another, action varies 
as between two meetings of the directors. 
In one case it so happens that dividends 
are declared quarterly, but the directors 
take such action, for example, as to the 
quarter following October 31, at either 
the October or the November meeting. 
In one year it may happen that the divi-
dend for the first quarter will be declared 
at the October meeting; in another year, 
at the November meeting. Under these 
circumstances, it sometimes happens that 
five dividends will be declared within one 
fiscal year. Technically speaking, it would 
appear that five dividends should be 
charged within the year ending October 31. 
Since it is obvious that such is not the in-
tention of the directors, but that the action 
as to the fifth dividend is merely a matter 
of convenience to the board, it seems 
preferable that the dividend applying to 
the first quarter following October 31 
should not be set up as an actual liability 
on the balance sheet of October 31, but 
brought out through a footnote on the 
balance sheet stating the facts. 
In cases where dividends applicable to 
a certain quarter are declared subsequent 
to the end of the quarterly period, cogni-
zance of such dividend may properly be 
taken in a statement at the end of the 
quarter, but as an accrual, in anticipation 
of the liability, rather than as an actual 
liability on a dividend basis. 
Careful scrutiny of the minutes will 
usually develop the facts with regard to 
the action of directors in the matter of 
dividends; but where the accountant, as 
happens in some cases, is denied access 
to the minutes, help may frequently be 
obtained by consulting the Commercial 
and Financial Chronicle. Such a situation 
arose on one occasion when the account-
ants, not being permitted to read the 
minutes of the governing bodies of a large 
corporation, had opportunity, after the 
close of the fiscal year and before rendering 
the report, to obtain information as to the 
declaration of dividends from the "Chroni-
cle." 
Mr. J. H. O'Connell addressed a meet-
ing of the Rotary Club of Alton, Illinois, 
on Wednesday, April 12, 1922. 
The subject of Mr. O'Connell's talk was 
the function of the certified public account-
ant in the financial and business world. 
At the specific request of some of the mem-
bers present, he outlined our organization, 
dwelling particularly on the development 
of our staff; the methods employed 
through professional training and prac-
tical experience, not only in matters of 
accounting, but also in the ideals of the 
firm. 
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Comments as a Part of Accountants' Reports 
By J . M. PALEN , of the New York Broad Street Office 
(Concluded) 
Probably the most important item on 
the balance sheet, in the majority of cases, 
is the inventory. Not only is it usually 
the largest in amount of all the current 
assets but it is the most difficult to verify 
and the most easily overstated or under-
stated, either by mistake or design. It is 
therefore very important that we should 
state precisely the method and extent of 
its verification. If the inventories were 
taken by employes of the company, as 
they usually are, we should so state. If 
the amounts represent book values only, 
no physical inventory having been taken, 
that fact is so important that it should be 
clearly indicated by the balance sheet 
caption; e.g., "Merchandise"—not inven-
tories—but "Merchandise (book value)." 
Some comment is necessary here regarding 
the probable accuracy of the quantities 
and the basis of valuation. 
Under present market conditions it is 
important to make a very precise state-
ment in every case regarding the basis of 
inventory valuations. In the unusual cases 
where no tests have been made of prices 
we should be careful not to say that "the 
inventories are stated at cost," or "market 
values." The best that can be said in 
such a case is that "we are informed that 
the prices used represent cost," or "market 
value," or "the lower of cost or market." 
Generally speaking, the verification of 
the inventories should be such that we 
may say, "Physical inventories were taken 
by employes of the company at December 
31, 1920, and are stated at cost. The 
prices and computations were tested by 
us." 
In connection with inventory valuations, 
it should be noted that "market value" 
must not be taken to mean the selling 
prices of the company whose accounts are 
being reported upon. 
It is sometimes desirable to obtain 
certificates from proper officers of the 
company, vouching for the accuracy of 
the inventories and stating how they were 
taken and priced. The chief value of 
such a sworn statement lies in its moral 
effect, as in most cases inventory tests 
will be made practically as usual. Where 
such a certificate is obtained, the com-
ments should state what it covers and by 
whom it is signed. If the inventory con-
tains obsolete or unsalable material, that 
fact should be commented upon. 
The amount of authorized capital stock 
should be shown in the balance sheet; 
thus: "Preferred capital stock, 7%, cumu-
lative (authorized, 5,000 shares of $100.00 
each) . . . $300,000.00." It will then 
be perfectly evident, without tabulation 
or comment, that of the 5,000 shares 
authorized, 3,000 only are issued and out-
standing. In the comments we should 
state that "the amount of capital stock 
outstanding at December 31, 1920, as 
shown in Exhibit 'A,' was verified by 
certification obtained from the registrar 
or transfer agent." If such certification 
Was not obtained we should say that "the 
capital stock outstanding at December 
31, 1920, as shown in Exhibit 'A,' was 
found to be in agreement with the amount 
shown to be outstanding by the stubs 
of the stock certificates." 
Any changes in capitalization or funded 
debt during the period under review should 
be brought out in the comments. An 
increase in the amount of capital stock, 
or the authorization of a bond issue, even 
though no new stock or bonds have yet 
been issued, is an important part of the 
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corporation's financial history. Such an 
increase has more significance than the 
amount originally authorized, since it 
usually indicates immediate financial need, 
which, in turn, may indicate either con-
templated expansion or inability to meet 
accruing obligations. 
In the case of a new company or of one 
which has just increased its issue of capital 
stock it is important to show just what was 
received for the stock. If any was issued 
as a bonus or at a discount the comments 
should give the details. 
The maturity of bonds should be shown 
in the balance sheet. The usual comment 
regarding verification is to the effect that 
"the amount of bonds outstanding at 
December 31, 1920, as shown in Exhibit 
'A,' was verified by certification obtained 
from the trustee." The details of any 
sales or redemptions during the period 
should be given in the comments. If the 
mortgage contains sinking fund provisions 
which have not been complied with, that 
fact should be brought out. 
Other assets and liabilities will, of 
course, require comment, to an extent 
dependent upon their nature and relative 
importance. The foregoing are merely 
examples. 
If there are any assets or liabilities 
which are not shown on the books and are 
not included in the statements, they 
should be commented upon under the 
heading "General," unless it seems to be 
particularly appropriate to describe them 
elsewhere. In cases where the client does 
not wish to have accruals set up, a state-
ment is made to the effect that "in ac-
cordance with the practice of the company, 
effect has not been given in the accom-
panying statements to accrued interest 
receivable and payable and certain other 
expenses and income paid or received in 
advance or accrued." If the net amount 
involved is at all large, this statement may 
take the form of a footnote on the balance 
sheet and statement of income and profit 
and loss. 
Where the corporate minutes were not 
seen it is usual to state that "the minutes 
of the board of directors and stockholders 
were not inspected," or "were not made 
available for our inspection." 
If it has been found that sufficient fire 
or liability insurance is not carried, a 
comment to that effect should be made. 
Recommendations regarding system and 
practices may be made at the time the 
account affected is being discussed, if 
their inclusion at that point appears to be 
logical, or they may appear under 
"General." In many cases it is more 
appropriate to convey them orally than 
to include them in the report. Sometimes 
they take the form of a supplementary 
letter, or, if voluminous, a supplementary 
report, as has been stated. 
Criticisms and recommendations require 
the exercise of judgment and tact. Of 
course, necessary truths may never be 
omitted from a report just because they 
may be unpalatable to the client, but 
they may be stated in as inoffensive a man-
ner as is consistent with truthfulness. 
Criticisms of the system should always be 
constructive. We have no right to criti-
cize unless we can say what should be 
done to correct the matter. It is better 
to dwell on the advantages to be gained 
by making a change than on the faults 
of the present method. For instance, 
instead of saying that "too many accounts 
are carried in one ledger and consequently 
a great deal of time is wasted in looking 
for errors at the end of the month," we 
may say, "Much of the checking incident 
to balancing could be eliminated if the 
accounts were divided into several sec-
tions, with a controlling account for each 
section." 
It occasionally happens that an ac-
countant is misled by his annoyance 
over some difficulty experienced in making 
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the audit, into making recommendations 
which are designed to aid the progress 
of the work on the next audit, but which, 
if put into effect, would entail an ex-
penditure of time and labor throughout 
the year entirely out of proportion to the 
benefits realized. A striking example of 
this occurred in connection with the audit 
of the securities department of a large 
organization. It was found that in check-
ing the deposits in and withdrawals from 
the vault during the year, considerable 
difficulty was experienced because of the 
fact that the record made at the time of 
deposit or withdrawal consisted of a card 
on which all the securities deposited or 
withdrawn at that time were entered. As 
the auditor had a year's cards to check 
to the security records, it would have 
facilitated his work if a separate card had 
been made out for each kind of security, 
so that they could have been arranged 
alphabetically. A recommendation to that 
effect was accordingly included in the 
rough draft of the report. Investigation, 
however, disclosed the fact that as these 
cards were posted currently by employes 
of the company, only a few entries were 
made at one time and that, therefore, the 
use of separate cards would mean no saving 
of time to them; also, that these cards 
required the signature of an officer of the 
company, and that to put him to the 
annoyance of signing a separate card for 
each security deposited in or withdrawn 
from the vault, for the sole purpose of 
saving a few hours of the auditor's time 
at the end of the year, would be, to say the 
least, unreasonable. 
Where work which it is customary to 
perform in the course of an audit has not 
been done, the accountant should protect 
himself by stating the facts. A brief, 
impersonal statement to this effect is 
sufficient, without apology or attempt to 
place the blame. Instead of saying, "We 
were not permitted to inspect the contract 
book," which implies something un-
pleasant, we may say, "We did not have 
access to the contract book," or "The con-
tract book was not made available for our 
inspection." 
If it is in accordance with the client's 
expressed wish that we do not investigate 
a certain matter, we may say, for example, 
"As instructed, we did not examine the 
pay-roll records," or "As instructed by the 
president of the company, we did not 
request confirmation of the loan to James 
R. Smith." We should not say, in such 
cases, "as requested." The right to 
authorize the performance of the work 
rests with the client. 
Where the records were in such bad 
condition as to prolong considerably the 
duration of the audit, it is well to call 
attention to that fact, but it is not ap-
propriate to say that "because of the poor 
condition of the records the work took 
several days"—or weeks—"more time than 
would otherwise have been required." 
Such a statement would impress an out-
sider to whom the client may submit the 
report as having been made in justification 
of the amount of the bill, which, obviously, 
is a matter for discussion only between the 
accountant and the client. The desired 
effect may be accomplished by stating 
that numerous errors were found in certain 
records, and that it was necessary to 
make a great number of adjustments. 
Some firms of accountants follow the 
practice of expressing in their reports ap-
preciation of the courtesies afforded by the 
office employes of the client. While this 
practice has not been adopted by Haskins 
& Sells, there are circumstances under 
which it may advantageously be used. 
Precision of expression in the comments 
is just as important as accuracy of figures 
in the statements. Clearness is aided by 
the use of the specific rather than the 
general. 
The tone of comments should at all 
Bulletin HASKINS & SELLS 39 
times be impersonal and dignified. Out-
side the presentation, in which case they 
appear over the firm's signature, the words 
"you" and "your" should never be used. 
The excessive use of the pronoun "we" 
should be avoided. Unusual expressions, 
foreign words, slang, witticisms, figures of 
speech, involved construction, are all out 
of place in an accountant's report. Ideas 
clearly thought out, simply and directly 
expressed, with due regard for the exact 
meaning of words and the rules of gram-
matical construction, lend dignity to any 
composition. 
Liability of Directors for Loans to Stockholders 
IT is obviously impossible, with the vast number and variety of corporation 
laws, for the accountant to have in his 
mind all of the statutes governing corpora-
tions in the various states. The out-
standing features of corporation law are 
covered in various text-books which the 
accountant studies and consults; but in-
vestigation in special cases frequently 
brings to light points which constitute 
more or less of a surprise, because of the 
infrequency with which such cases arise 
in accountancy practice. 
The accountant probably overlooks 
many violations of corporation law be-
cause of his inability to give the time 
necessary to cover all the refinements of 
such law. It is not to be supposed that 
he will have all the legal equipment of 
the lawyer, and he is not charged with 
such knowledge or experience. When, 
however, cases involving a fine point of 
corporation law bring to light certain 
statutes of particular interest, it seems 
worth while to call attention to such pas-
sages in the law. The following is quoted 
from Section 29 of the New York Stock 
Corporation Law: 
"No loans of moneys shall be made by any 
stock corporation, except a monied corpora-
tion, or by any officer thereof out of its funds 
to any stockholder therein, nor shall any 
such corporation or officer discount any note 
or other evidence of debt, or receive the same 
in payment of any installment or any part 
thereof due or to become due on any stock in 
such corporation, or receive or discount any 
note, or other evidence of debt, to enable any 
stockholder to withdraw any part of the 
money paid in by him on his stock. In case 
of the violation of any provision of this sec-
tion, the officers or directors making such 
loan, or assenting thereto, or receiving or 
discounting such notes or other evidences of 
debt, shall, jointly and severally, be per-
sonally liable to the extent of such loan and 
interest, for all the debts of the corporation 
contracted before the repayment of the sum 
loaned, and to the full amount of the notes 
or other evidences of debt so received or dis-
counted, with interest from the time such 
liability accrued." 
Recent Changes 
We announce the appointment, effective of Buffalo. He is a certified public account-
May 1, 1922, of Mr. E. E. Leffler as ant of New York State and a member of 
manager of the Buffalo Office. the American Institute of Accountants. 
Mr. Leffler, who was formerly a member 
of the New York staff, became attached 
to the Buffalo Office in June, 1920, at the Announcement is made of the withdrawal 
time of the consolidation of our practice of Mr. J. D. Brawner as manager of our 
with that of the late Mr. H. S. Champlin Philadelphia Office, effective May 1, 1922. 
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Mr. P. S. Gibson, who since October, 
1921, has been associated with Mr. Braw-
ner in the management of the Philadelphia 
Office, now assumes the title and functions 
of manager. 
We are pleased to note that Mr. F. M. 
McDonnell, assistant manager of the 
Los Angeles Office, has received the 
C.P.A. degree of California as a result of 
passing the examinations of the American 
Institute of Accountants in November, 
1921. 
A T the regional meeting of the American 
Institute of Accountants held in Cleve-
land, Ohio, on May 6, 1922, Mr. Wildman 
read a paper on "Training Young Account-
ants," which was followed by a discussion of 
the subject. -Mr. Wildman took up the qual-
ifications, mental, technical, and personal, 
necessary to the professional accountant, 
and the processes by which these qualifi-
cations may be imparted to the young 
aspirant to the profession through instruc-
tion and training and subsequent practical 
experience. The key-note of his address 
was struck in the statement that the 
future success of the accountancy pro-
fession in this country depends upon the 
amount of time, energy, and money which 
practitioners will be willing to invest in the 
training of young accountants. 
The paper will be published in full in 
an approaching number of the Journal of 
Accountancy. 
Book Review 
Szepesi, Eugene. Cost Control and Ac-
counting for Textile Mills. (New York, 
Bragdon, Lord & Nagle Co., 1922. 434 p.) 
The reviewer of books on accounting and 
related subjects is so accustomed to books 
which deal with generalities that it is 
something of a relief to find a new book 
which gets down, so to speak, to brass 
tacks. The book under review of neces-
sity deals with certain principles and de-
velops certain background before proceed-
ing to the application of principles; but 
it stands out in the current literature on 
the subject in that the discussion of prin-
ciples is steadfastly tied up with textile 
operations. The treatment of the subject 
indicates that the writer is a man of prac-
tical experience in the textile field and 
writes from knowledge born of experience 
therein. 
While the book has particular value for 
those who are interested in textile account-
ing, it may be read and consulted by those 
whose interest in cost accounting is general. 
The detail of the discussion makes it 
attractive to the seeker of specific informa-
tion, and the treatment accorded by the 
author may well serve as an example for 
other writers to follow. 
Chapters 1 to 8 are more or less general, 
treating of the elements of cost. Chapters 
9 to 18 are more specific, the outstanding 
ones being those which discuss the control 
accounts of a modern cost control organiza-
tion and the records and routine of registry 
in progress of production. The last chap-
ter, discussing cost without red tape, is 
particularly illuminating, and contains a 
number of correction tables which facilitate 
calculations to show variations from stand-
ards. 
If the price of the book, ten dollars, is 
thought to be somewhat excessive, a care-
ful perusal of the content will doubtless 
serve to dispel such idea. The illustrations 
and tabulations are numerous; the book, 
as a whole, very satisfactory, both from 
the point of view of content and treatment 
of the subject. 
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Away from 
THERE was a time in the dim distant past when secrecy was the keynote of 
business. Not so long since it was re-
garded as clever to disclose as little business 
information as possible to anyone outside 
of a select circle. In some instances busi-
ness skill was measured by the extent to 
which the left hand was kept in ignorance 
of what the right hand was doing. 
But modern business methods are differ-
ent. The generation of today is more of a 
thinking body than its predecessor. De-
partment heads have demanded data from 
which to make decisions, plan activities, 
and supervise operations, instead of follow-
ing blindly prescribed routine. The 
government has demanded information, 
ever increasing in variety and detail, of 
respondents in the matter of taxes. And 
taxpayers, although sporadically, it must 
be admitted, have sought to be informed 
as to the financial operations of govern-
ment in order to use intelligent judgment 
in the casting of votes. The contributing 
public has asked of agencies soliciting sup-
port how the agencies are using the funds. 
Stockholders in corporations and members 
in societies are beginning to show interest 
he Primitive 
in the financial activities of their respective 
organizations. 
The old order has changed. The spirit 
of the past has undergone a marked trans-
formation. The idea that secrecy should 
surround everything concerning business 
has been superseded. The new idea cen-
ters around the thought that the intelligent 
individual of today bases his actions on 
reason; that sound reasoning may only 
proceed from facts; that anyone attempt-
ing to reason about business must have the 
facts thereof. 
The bank credit man is no exception to 
the rule in the matter of information. 
"Facts from which to decide" has become 
his motto. If he is to know whether or not 
a certain line of credit, or a certain loan, is 
justified from the point of view of sound 
banking judgment, he must be placed in 
possession of adequate knowledge con-
cerning the business organization to which 
the money is to be loaned. Quite properly 
he regards the bank as a trustee for the 
funds of depositors. With equal serious-
ness the banker, when he loans to the busi-
ness man, looks upon the relation in a way 
as a proprietary one in which the banker 
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plays the role of partner in the enterprise. 
There is little wonder that he should feel 
a keen desire for as much data as possible 
reflecting the condition, progress, and out-
look of the business concern. 
The progressive and wise business man 
who has or seeks credit relations with 
bankers looks the matter squarely in the 
face. His philosophy teaches him that 
full and frank statements promote con-
fidence. He approaches the banker with 
the feeling that he has nothing to lose and 
everything to gain by supplying all that 
the banker or the bank credit man desires 
and requests. He is usually rewarded by 
all the consideration to which he is entitled. 
The public accountant occupies a posi-
tion which is unique and exacting. Pos-
sessed, after an examination of his client's 
books, of information such as the banker 
desires, and, from his technical familiarity 
with the banker's needs, able to supply the 
data in the form desired, he is at the same 
time in a confidential relation with his 
client and under obligation not to disclose 
the information except by consent. 
The broad-minded, far-seeing business 
man realizes the advantage to himself of 
putting the accountant in a position where 
he may satisfy the banker. Such pro-
cedure makes for better credit relations; 
for less trouble and annoyance to all con-
cerned. It cannot help but facilitate the 
checking and granting of credit. 
The tendency of borrowers who are pro-
gressive is to give every one who has occa-
sion to think about the credit risk an 
opportunity to review all the facts relating 
to the business concerned. The ranks of 
business men who see the situation thus are 
growing rapidly. The signs of the times 
point sharply away from the primitive. 
Judgment Guiding Financial Statements 
THE executive of today is an individual of complex functions. He plans, 
directs, investigates, checks up, confers, and 
weighs opinions and information. He cor-
relates the factors which comprise his or-
ganization; transforming and applying the 
motive power which they generate accord-
ing to the requirements of the business. 
Alone, he is limited in his observation and 
output, and insignificant in his ability to 
accomplish. Aided by his organization, 
and with comprehensive information, his 
potential ability becomes enormously en-
larged in scope and intensity. 
The modern executive is essentially a 
desk worker. He is a presser of buttons 
and a user of automatic devices for pur-
poses of communication. But thereby he 
conserves his time and energy. In this lies 
one of the secrets of his enlarged capacity; 
his opportunity for concentration and 
application. 
Fancy the president of a large corpora-
tion having to visit his power plant in order 
to find out what kind, quality, and quantity 
of coal is being used in the generation of 
power. Consider what would happen if 
the sales manager were obliged to count up 
his stock before accepting a large order for 
immediate delivery. Think how business 
would be retarded if the treasurer of a 
company should have to call up the bank 
to determine the amount of his balance 
before drawing each check. Yet these are 
some of the absurdities which would be 
stern realities if modern business methods 
had not provided the individual with 
artificial means of overcoming the limita-
tions of time, distance, and technical com-
plexity. 
Devices for providing the executive with 
information are many and varied. Forms 
galore have been drawn for the embodiment 
of data which will assist him. Reports, 
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daily, weekly, monthly, and yearly, keep 
him advised of the status and progress. 
Details and summary give him as much or 
as little as he may desire to know. The 
information flows to the point where the 
authority is concentrated in order that 
proper action may be taken on the basis of 
facts. 
The man who guides the affairs of a 
foundry company has before him the stock 
and purchases of pig iron, scrap iron, coke, 
coal, limestone, and foundry supplies; the 
daily production and daily shipments. 
This is not only much more dignified than 
prowling around in the foundry and per-
haps having the furnaces dumped while 
there, but much more efficient, since it 
places all the strings in one hand to be 
pulled or not as circumstances warrant. 
Market conditions may suggest purchases. 
Financial conditions may or may not war-
rant such action. Production may need 
to be stimulated or curtailed; shipments 
speeded up, or sales solicited. With the 
centralization of information proper cor-
relation becomes possible. The executive 
who is informed is in a position to act 
judiciously. 
Accounting has been much referred to 
of late as an aid to administrative judgment 
and control; as a means of overcoming the 
limitations which surround the individual. 
The boss carpenter who had all his men in 
one shop or all with him on the same job 
where he could see them constantly had 
comparatively little need for accounting. 
The size, complexity, and methods of busi-
ness enterprises today make good account-
ing imperative. 
The Bulletin of the Amos Tuck School 
of Administration and Finance very suc-
cinctly describes the function of accounting 
as follows: 
"Adequate accounting records and reports, 
intelligently utilized, serve to reflect condi-
ditions, measure results, analyze causes, and 
thus to furnish an indispensable basis for 
testing and formulating administrative poli-
cies. In the determination of investment 
values and in the analysis of credit risks, in-
vestors and creditors are guided by the facts 
revealed by accounting statements. Govern-
mental control of public utilities, the levy of 
taxes on incomes and profits, profit-sharing 
and other plans for promoting industrial good-
will and co-operative efforts to standardize 
accounting methods in many lines of business, 
are forces which emphasize the value of scien-
tific accounting." 
To put the matter differently and shorn 
of all technicalities, it may be said that the 
purpose of accounting is to produce state-
ments which will show how a business 
stands financially and what causes have 
been responsible for the financial progres-
sion or retrogression over a given period of 
time. This broadly summarizes the gen-
eral purposes of accounting. The state-
ments themselves are divided into two 
great classes, namely, balance sheets, or 
those which show condition at a given 
time, and statements of operations, or those 
which show either in summary or detail the 
financial forces leading up to and cul-
minating in the condition set forth in the 
balance sheet. 
A considerable amount has been written 
from a technical point of view on the sub-
ject of financial statements. Little has 
been written as to their interpretation and 
use in guiding administration. An attempt 
will be made in the discussion following 
to bring out this phase of the subject. 
Some of the phases of financial condi-
tion which serve as subjects for analysis 
consist in those relations which exist be-
tween borrowed capital and owned capital; 
current assets and current liabilities; total 
capital, both borrowed and owned, as be-
tween fixed assets and movable, or liquid, 
assets; and the order and rapidity with 
which current assets, other than cash, may 
be converted into cash. 
Taking up first the question of capital, 
it is highly desirable that any balance sheet 
44 HASKINS & SELLS June 
shall bring out clearly the dividing line be-
tween borrowed and owned capital; and 
that the tendency of relationship between 
the two divisions of capital should be 
carefully watched by those who are re-
sponsible for the financing of a given en-
terprise. 
The bank credit man, always concerned 
with unfavorable tendencies in this relation, 
wherein the borrowed capital shows a tend-
ency to get out of proportion to the owned 
capital, has evolved, among other ratios, 
one which is called "debt to net worth." 
This ratio provides for dividing the total 
debt, both current and funded, by the total 
net worth, net worth being the excess of 
assets over total debt, regardless of whether 
such excess is represented by capital stock 
or surplus. 
The idea of expressing these relations in 
the form of a ratio is an excellent one; but 
unfortunately, the basis used is funda-
mentally unsound. The interpretation of 
results growing out of the use of this ratio 
may have a psychological advantage from 
the point of view of the credit man; but 
the results and significance, if carefully 
studied, will be seen to be misleading. 
A preferable method of bringing out the 
relation existing between borrowed and 
owned capital would consist in setting up 
two ratios; one showing relation of bor-
rowed capital to total capital, the other 
showing relation of owned capital to total 
capital. 
For purposes of illustration, let it be 
assumed that in a given enterprise there 
is a total capital of $50,000, $10,000 of 
which is borrowed, $40,000 of which is 
owned. The borrowed capital will then 
constitute 20 per cent. of the total capital; 
the owned capital, 80 per cent. If, at 
some future time, the situation has changed 
so that, of the total capital of $50,000, 
$30,000 is borrowed and $20,000 owned, 
the borrowed capital will then constitute 
60 per cent. of the total capital, and the 
owned capital, 40 per cent. The borrowed 
capital has increased three times, or from 
20 per cent. to 60 per cent. 
Using the method prescribed by the bank 
credit men, the same figures will show an 
incorrect result. In the first situation, 
where the borrowed capital was $10,000 
and the owned capital $40,000, the ratio 
of debt to net worth would show that 
the borrowed capital constituted 25 per 
cent. of the owned capital, found by divid-
ing $40,000 into $10,000. 
In the second instance, where the rela-
tions have changed so that the borrowed 
capital is $30,000 and the owned capital 
$20,000, dividing $20,000 into $30,000 
shows the borrowed capital to be 150 per 
cent. of the owned capital; and comparison 
of the borrowed capital in terms of per-
centage shows that it has increased six 
times, or from 25 per cent. to 150 per 
cent. 
It is conceivable that there may have 
been some psychological madness in the 
method of the bank ratio, since the span 
in percentage is larger and tends to mag-
nify the increase in borrowed capital. It 
is much easier, presumably, to scare a 
prospective borrower by pointing out to 
him that his borrowed capital has in-
creased from 25 per cent. to 150 per cent. 
than by showing him an increase from 20 
per cent. to 60 per cent. 
The relation of borrowed capital to 
owned capital is an important matter to 
those who are charged with the financial 
responsibility for business enterprises. It 
is obviously something which must be 
watched constantly in order that the re-
lation may not get out of proper propor-
tion; but it is exceedingly important that 
the true relation should be shown and 
understood. The idea of ratios is a splendid 
one, but they should be so planned as to 
reflect correct relations and tell the true 
story. 
(To be continued) 
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The Bank Credit Man's Point of View 
WE are distributing with this number of the Bulletin an article entitled 
"What the Accountant's Report Should 
Show the Banker," by Arthur L. Moler, 
assistant credit manager of the Union Trust 
Company, Cleveland, Ohio, reprinted from 
the February, 1922, number of Administra-
tion. 
This excellent article is especially wel-
come because it states clearly the position 
taken by bank credit men generally and 
helps to pave the way for closer co-opera-
tion between bankers and accountants in 
the interest of borrowers. The accountant 
serves the borrower. The borrower must 
satisfy the banker through the accountant. 
Hence the accountant must know what the 
banker wants. 
There is little comment to be made on 
Mr. Moler's article except perhaps to say 
that additional light might be thrown on 
certain matters by a comparative state-
ment which through increases and de-
creases would indicate certain tendencies 
not disclosed by a single set of figures. 
Thus, also, would be eliminated the neces-
sity of giving in the cost of sales, details of 
inventories both at the beginning and end 
of the period. 
Another thought which Mr. Moler pos-
sibly in the pressure of many other points 
requiring discussion has failed to bring out, 
is that much collateral information of use 
to the banker in arriving at his conclusions 
might be furnished by the accountant if the 
accountant and the banker were to be 
brought into contact before the engagement 
is undertaken. This condition if laid down 
by the banker would doubtless in most 
cases have the concurrence of the borrower, 
and not only contribute to the successful 
rendering of the service, but, as a sequel 
thereto, facilitate the granting of the credit. 
Foot-notes 
SITUATIONS calling for foot-notes in 
connection with accountants' reports 
appear to be arising with increasing fre-
quency. This fact calls for a somewhat 
intensive consideration because of objec-
tion to foot-notes from some quarters and 
the opportunity which they afford to un-
scrupulous or careless individuals who are 
responsible for the reproduction of ac-
countants' reports. 
The necessity for more than passing care 
in the use of foot-notes will be evident when 
it is realized that notations carrying in-
formation of importance are sometimes 
omitted from balance sheets which are 
reproduced for publication. It must also 
be said incidentally that bank credit men 
view with some alarm the marked ten-
dency toward the use of foot-notes by 
accountants. This, however, is something 
which may not be easily overcome where a 
situation calls plainly for a notation of some 
kind respecting a certain item on the 
balance sheet, or some phase attaching to a 
certain item, which may not be otherwise 
expressed. 
Opportunities for and occasions of fraud, 
and even forgery, growing out of the use of 
accountants' reports, should serve to en-
force the greatest precaution of every sort 
on the part of the accountant, in the 
preparation of reports. 
The outstanding illustrations of foot-
notes are, of course, taxes, and notes re-
ceivable discounted. Other matters some-
times covered are cumulative dividend 
rights in connection with preferred shares; 
interest on income bonds; merchandise or 
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accounts hypothecated as security for 
loans; depreciation; and, in the case of 
banks or trust companies, securities held 
for safekeeping or as trustee, executor, ad-
ministrator, or agent. In an engagement 
recently requiring attention, there was an 
indefinite liability for payments under a 
contract whereby a contributor to an 
eleemosynary corporation, in consideration 
of a substantial donation, was granted an 
annuity for life. 
In some of the foregoing illustrations 
there is an alternative, as in the case of the 
one last mentioned, between expressing 
the liability, contingent or otherwise, as a 
foot-note, and setting up contra items in 
the body of the balance sheet. Notes 
receivable discounted, for example, may 
be shown either as a foot-note or through 
contra items, and the latter procedure 
would make it impossible to reproduce the 
balance sheet without changing substan-
tially the body of the statement. 
The present tendency in practice seems 
to be away from contra items and in the 
direction of foot-notes. While it must be 
admitted that foot-notes are preferable to 
the omission from the statement of informa-
tion to the reader thereof which will draw 
his attention to the point in question, it is 
probably preferable that the explanatory 
matter should be worked into the body of 
the balance sheet, in connection with the 
item to which it relates, where possible. 
For example, in the case of cumulative 
dividend rights in connection with pre-
ferred shares, it appears entirely feasible 
and in fact preferable to write into the 
balance sheet, as a parenthetical explana-
tion, the fact that dividend rights accumu-
lated to a certain percentage of the par 
value of the preferred stock, or a certain 
number of dollars in the case of shares 
without par value, attach to the preferred 
stock outstanding. 
In the case of taxes, the situation is likely 
to be somewhat different, in that there may 
be no item in the balance sheet relating to 
taxes, and a foot-note cannot be avoided. 
The terms of accountants' audit engage-
ments frequently preclude the work of 
ascertaining the tax liability, because of the 
time and incident expense involved; but 
it is generally considered that an accoun-
tant has not done his full duty in the matter 
unless, in the balance sheet which he has 
prepared, attention has been drawn to the 
fact that the balance sheet does not include 
a tax liability. It is to be presumed, of 
course, that the accountant will so word 
his foot-note as to properly express the 
facts; and the foot-note becomes more 
comprehensive if it includes an estimate, 
even though rough, of the amount of such 
liability. 
Foot-notes may not be avoidable. Their 
existence in some instances apparently 
must be condoned. Recognizing, however, 
the various objections to them, they call 
for careful and serious consideration; first, 
in that, if possible, the points which they 
bring out should be embodied in the state-
ment in connection with items to which 
they relate; and, second, that if such 
treatment is not feasible, the foot-note 
should tell clearly the story intended to be 
conveyed. Brevity, while a desirable 
characteristic, particularly in accountants' 
reports and statements, may well be sacri-
ficed in the interest of clarity or in order 
to avoid any ambiguity. 
We announce with pleasure that Mr. 
A. F. Wagner, with offices formerly in the 
Security Building, Minneapolis, has be-
come a member of our organization, effec-
tive June 1, 1922, and has been appointed 
associate manager of the Minneapolis 
Office. Mr. Wagner is a certified public 
accountant of Minnesota, and a member 
of the American Institute of Accountants 
and of the Minnesota Society of Public 
Accountants. 
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Exception Noted and Filed 
THE May number of the Bulletin con-tained an article entitled "Relating 
to Dividends," in which the following 
statement was made: 
"It may be said probably without fear 
of contradiction, that cumulative dividend 
preference rights do not warrant or justify a 
corporation in setting up or stating any divi-
dend liability in favor of stockholders having 
such rights, until the dividend has been de-
clared by the directors." 
It may reasonably be expected that a 
broad general statement of this character 
will be carefully read by the thoughtful 
members of our organization, and criti-
cally tested by application to all sorts of 
special cases, with a view to challenging 
the statement in the event that it fails to 
fit any given case. 
As a result of such critical tests ap-
plied at various points throughout the 
organization, one reader has found what 
he believes to be an exception to the rule. 
The exception is based on the following 
excerpts from a law of the state of Michi-
gan, which law was effective from 1903 
to May 10, 1917, in which latter year the 
lines quoted were omitted entirely from 
a superseding act: 
"And the holder of such preferred stock 
shall be entitled to a fixed dividend payable 
quarterly, half-yearly, or yearly, which said 
dividend shall be cumulative, payable at the 
time expressed in said certificate, not to ex-
ceed eight per cent per annum, before any 
dividend shall be set apart or paid on the 
common stock." 
and further: 
"Provided, always, if at any time upon a 
fair valuation of the assets of the corporation 
the common stock shall be impaired in an 
amount equal to ten per cent thereof, or any 
dividend due on the preferred stock shall re-
main unpaid for sixty days, then holders of 
the preferred stock shall have an equal right 
with the common stock shares, etc." 
This wording is, by the challenger of 
the general statement, interpreted to im-
ply that there is no necessity for the 
declaration or setting apart of the stated 
dividend on preferred stock, since pre-
ferred dividends are expressly stated in the 
law to be cumulative, due, and payable 
at fixed dates expressed in the certificate; 
and that an actual liability exists, even 
though the dividend has not been de-
clared, and should be taken cognizance of 
in the accounting records. It is further 
stated that this liability should be con-
sidered as direct, if the earnings have 
been sufficient to cover, and contingent 
if the profits have been insufficient; and 
that the dividends on this preferred stock 
are practically equivalent in character 
to interest on bonds. 
We do not agree with the contention 
set up by the challenger. We do not 
consider that this case constitutes an ex-
ception to the rule; and our interpretation of 
the extract from the law is that it merely in-
tended to convey certain preferred rights as 
to dividends which would come ahead of any 
distributions to common stockholders or 
declarations of dividends on the common 
shares. The crux of the whole situation, in 
our opinion, is found in the word "before." 
The discussion is possibly only an aca-
demic one, since there is some question, 
because of the omission of the above ex-
tract, first quoted, from Act 254 of 1917, 
amending Act 232 of 1903, as to whether 
or not the preferred stock provisions re-
ferred to carry forward, even for corpora-
tions organized between 1903 and 1917. 
At a meeting held in Kansas City on 
May 23, 1922, under the auspices of the 
Kansas City Young Men's Christian Asso-
ciation, Mr. Page Lawrence delivered an 
address on "Accountancy." The meeting 
was one of a series in a campaign in the in-
terest of vocational training. 
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It will doubtless be of interest to all in 
our organization that, in commemoration 
of the services of Mr. Haskins and Mr. 
Sells as pioneers in urging the introduction 
of business education in our colleges and 
universities, two chairs in the new Town 
Hall, New York, have been endowed in 
their names. The endowment has been 
made possible through the co-operation of 
members of the firm and managers of 
offices. The chairs bear silver plates suit-
ably inscribed and are in a group of 350 
in the auditorium set apart for endowment 
in the names of distinguished men and 
women of former generations and of our 
own. 
The Town Hall is dedicated to public 
discussion and the perpetuation of Amer-
ican institutions and ideals. It is non-
partisan and non-sectarian. 
Mr. A. W. Kritzberg of the staff of the 
New York Broad Street Office has our 
congratulations upon his graduation from 
the New York University in the class of 
1922, with the degree of Bachelor of Com-
mercial Science. 
Congratulations are extended also to 
Mr. E. L. Kincaid, Mr. Harold Huling, and 
Mr. A. E. Kelly, of the staff of the Pro-
fessional Training Department. Mr. Kin-
caid and Mr. Kelly were graduated from 
the School of Commerce, Accounts and 
Finance of New York University, Mr. Kin-
caid receiving the degree of Bachelor of 
Commercial Science with honor. Mr. 
Huling received the degree of Master of 
Arts from Columbia University. 
Capital Stock Without Par Value 
THERE is being distributed with this number of the Bulletin a pamphlet 
containing the series of articles which has 
previously appeared in the Bulletin en-
titled "Non-par Value Stock from an 
Accounting Point of View." Develop-
ments with regard to capital stock without 
par value have been so rapid that there are 
probably some cases which will not have 
been covered by the discussion in the 
pamphlet. It is thought, however, that 
such discussion covers fairly fully the 
typical cases, and will perhaps be of some 
help, if only to stimulate thought on this 
somewhat involved, although on its surface 
very simple, subject. 
Book Review 
Conyngton, Thomas, Bennett, R. J., 
and Pinkerton, Paul W. Corporation Pro-
cedure: Law—Finance—Accounting. (New 
York, The Ronald Press Company, 1922. 
1689 p.). 
This book is too large in size to be carried 
around in the pocket; its contents are too 
voluminous to be carried around in the 
head. It therefore constitutes a book of 
reference, and as such fulfills a mission. 
It is, in effect, a compilation embodying 
the substantial principles, with some ampli-
fication, of such books as "Business Law," 
by Thomas Conyngton, "Business Fin-
ance," by William H. Lough, and "Cor-
poration Accounting," by R. J. Bennett. 
The book is comprehensive and illumina-
ting, and made especially interesting and 
valuable by some 250 forms used in cor-
porate procedure. The chapter on re-
ceivership and reorganization is especially 
interesting, as is that on receivership and 
sale; particularly so, because of the fact 
that writers generally have given little 
attention to accounting for receiverships. 
There is also a valuable chapter on con-
solidated statements. 
Generally speaking, the volume may be 
characterized as a big book, full of in-
formation, and undoubtedly worth the 
price at which it is offered, namely, $10. 
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Success in Accountancy 
A MAN who was homely and ill-formed; 
whose teeth were crooked and hair 
falling out, said, "What chance is there for 
me to achieve success in accountancy along-
side of these fellows who are young and 
good-looking and have pleasing personali-
ties?" 
"Your chances are indeed slim," replied 
the optimist. "You may only keep clean 
physically and morally; be neat in your 
appearance; cordial and courteous in your 
manner; punctual in your appointments; 
faithful, accurate, intelligent, thoughtful 
and painstaking in your work; honest in 
your contact with clients and associates; 
willing, ready and eager to do everything 
which is asked of you; look after your 
health by eating proper food at regular 
hours, taking adequate rest as well as 
exercise; qualify for the professional de-
grees which will stamp you with approval; 
become a member of the representative 
societies in your profession." 
Success in accountancy is not restricted 
to the good-looking, but it will never be 
won by the faint-hearted. Perseverance 
along proper lines is bound to be attended 
by the fruits of victory. 
Studying in an evening school of ac-
countancy, and a repairer of sewing ma-
chines during the day, a boy who appeared 
absolutely unfitted to aspire even to the 
work of bookkeeping took an oath that he 
would become a public accountant. And 
he did. The way was hard and the time 
was long. But in the end he overcame the 
obstacles of deficient education, social en-
vironment, and religious prejudice. 
An accountant of outstanding ability 
determined that the C. P. A. certificate 
granted by the state in which he lived and 
worked was essential to his professional 
peace of mind and personal satisfaction. 
Before he might be admitted to the ex-
amination it was necessary for him to do 
work equivalent to a four-year high school 
course. With what struggle and anguish 
the work was attended no one but the man 
himself fully knows. But he finished the 
work to the great pride of his associates 
and with that sense of satisfaction which 
follows a difficult task completed at last. 
Success in accountancy is only achieved 
when one has taken advantage of every 
opportunity to acquire the attributes and 
marks of attainment which the profession 
imposes as essential and confers upon those 
who work for them. 
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Accounting Statements and the Natural Year 
BY EDMUND CANBY GAUSE 
(A paper read before the Ohio Society of Certified Public Accountants, June 17, 1922) 
A FEW months ago a large proportion of the business concerns in this 
country were closing, or had just finished 
closing, their books of account for the 
calendar year 1921. For various reasons, 
financial statements were prepared which, 
if prepared properly and correctly, showed, 
first, the financial condition of the business 
at December 31, 1921, and second, the 
details of the operations for the year ended 
that date which led up to the financial 
condition. The former statement is termed 
a general balance sheet and the latter a 
statement of income and profit and loss. 
In the case of large corporations where 
the capital stock is widely owned, financial 
statements are included in a printed an-
nual report which is furnished to the stock-
holders, and there is also usually included 
therein a certificate of public accountants 
in respect of the correctness of the financial 
statements. A frequent reason for pre-
paring financial statements is to furnish 
information to banks and to credit agencies 
such as Dun and Bradstreet. Such state-
ments may or may not be certified by 
public accountants, although it is obvious 
that, if they are, their value has been 
materially increased. But, regardless of 
the particular reason for preparing these 
statements, it is a fact that they are pre-
pared in one form or another at the end of 
the fiscal year of practically every business 
concern—corporation, firm or individual. 
The duty of preparing the statements is 
usually delegated to the individual who has 
charge of the accounting or bookkeeping. 
In the case of large corporations this in-
dividual is the comptroller or auditor, or 
perhaps the public accountants who audit 
the books, while in the case of smaller 
concerns the bookkeeper is usually required 
to do this work. 
While the two statements mentioned are 
the ones which are prepared in practically 
every case, there are variations in their 
form. In one case they may represent a 
small business where the stockholders are 
all directly interested and it is therefore 
unnecessary to show much detail. In 
another case they may represent a larger 
corporation where there are outside stock-
holders and it is necessary to furnish con-
siderable information. In still another 
case they may represent a group of com-
panies—such as the United States Steel 
Corporation—in which event consolidated 
statements with elimination of inter-com-
pany items and accounts are included in 
the annual report, together with supporting 
schedules containing the detail of property, 
inventories, funded debt, sales, cost of 
sales, etc. 
The form of a general balance sheet 
which is more generally used is one which 
shows property first under assets, and 
capital stock first under liabilities. An-
other form, and one which bankers usually 
prefer, shows current assets first under 
assets, and current liabilities first under 
liabilities. The particular form of a state-
ment is not as important as it is to be sure 
that all the necessary information is shown 
therein and that no items of any conse-
quence are hidden or covered up in such a 
manner as not to be readily identified. 
For example, if there was a small amount 
of cash, it might be included with accounts 
receivable and called "Cash and accounts 
receivable," and in that way the reader of 
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the balance sheet would not know that 
there was very little cash unless he made 
inquiry. A method of covering up ad-
vances to officers and employes or to sub-
sidiary companies is to include the amount 
thereof in accounts receivable, without 
making any separation in the balance sheet 
between such items and the regular trade 
accounts receivable. There are many ways 
of covering up unfavorable items in finan-
cial statements without actually falsifying 
them. 
Occasionally one sees a published report 
of a corporation which includes a general 
balance sheet and a statement of net in-
come for the year; but the latter state-
ment omits the link which connects it with 
the general balance sheet because it ends 
with net income and does not include the 
surplus at the beginning of the year nor 
any direct charges or credits to profit and 
loss made during the year. In such a case 
there is always a possibility that there may 
be items carried direct to profit and loss 
which, if shown in detail in the profit and 
loss statement, might arouse the suspicion 
or unfavorable comment of stockholders. 
An example of this is where the book value 
of property has been arbitrarily appreciated 
and the amount of the appreciation carried 
direct to the credit of profit and loss, which 
has the effect of increasing both the book 
value of property and the amount of the 
surplus and is very favorable when so re-
flected in the balance sheet, but is not so 
favorable when shown as such in the profit 
and loss statement. 
In a general balance sheet which has been 
properly and correctly prepared, ratios can 
be used very effectively to bring out im-
portant and interesting facts and informa-
tion. The ratio of current liabilities to 
current assets is of value and is the one 
most frequently seen in a balance sheet. 
Some mortgages securing bond issues and 
some issues of preferred capital stock have 
a condition in respect of the company main-
taining a certain ratio of current assets to 
current liabilities, such as 2 to 1, and divi-
dends on common capital stock cannot be 
paid if the current assets are reduced there-
by so that the stipulated ratio is not main-
tained. The ratio of sales for the year to 
uncollected accounts receivable at the end 
of the year, when compared with similar 
ratios for previous years, is a gauge as to 
the promptness in the collection of the 
accounts. The ratio of cost of sales or 
cost of manufacture to net sales is valuable 
when compared with similar ratios for 
previous years. In some cases the ratio of 
net liquid assets to total liquid assets is 
used, and there are other ratios which are 
used for various reasons, such as the ratio 
of net Worth or capital to fixed assets, to 
show the proportion of capital invested in 
plant; the ratio of sales to merchandise, to 
ascertain the turnover; the ratio of sales 
to net worth or capital, to show the turn-
over of capital, etc. 
Stockholders, bankers and credit agencies 
are all interested in comparing the financial 
statements for the current year with those 
for previous years and noting the changes 
therein. It is therefore an advantage to 
show a comparison at least with the previ-
ous year and prepare the statements in 
three-column form—this year, last year, 
and the differences. The differences can 
be shown in one column by using black for 
increases and red for decreases. 
No financial statement is complete or 
correct without some reference therein to 
contingent liabilities, if there should be 
any at the date of the balance sheet. Such 
reference is usually in the form of notes on 
the bottom of the sheet and is not incor-
porated in the body of the statement. 
Contingent liabilities include such items as 
discounted notes receivable or trade accept-
ances, accommodation endorsements on 
notes, guarantees of bond principal and 
interest, and other items of a similar nature 
for which there is no direct liability at the 
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date of the balance sheet, but the possi-
bility that there may be such at a subse-
quent date. 
Comments are generally used by public 
accountants in reports on audits and ex-
aminations in order to explain certain items 
shown in the accompanying statements, to 
set forth detail which may be too volumi-
nous to incorporate in the statements, to 
describe the procedure followed in the veri-
fication of assets or the confirmation of 
liabilities, to qualify certain work done or 
explain why other work was not done, etc. 
Comments are also frequently included in 
the annual printed reports issued by the 
larger corporations for some of the reasons 
already mentioned. 
This seems to be an appropriate time to 
bring to your attention the fact that the 
calendar year is not always the natural 
business year, and that there may be some 
date other than December 31 which is the 
logical time to take the inventory and close 
the books. For generations it has been 
the custom of a large part of the business 
world to take the annual inventory at 
December 31 without, in a great many 
cases, any good reason for so doing except 
custom. The proper time for taking the 
inventory and for closing the books is at 
the end of the natural business year, which 
means at a time when stocks of merchan-
dise are at their lowest and when the liquid 
condition of the business is most favorable. 
In the case of the inventory, it means a 
saving of time, money and energy to take 
it when the stocks are small, and when, 
possibly, employes are less employed and 
can co-operate more effectively than they 
could if there were heavy demands for pro-
duction. When the liquid condition of the 
business is most favorable, that is un-
doubtedly the time to present yearly finan-
cial statements to banks and credit agen-
cies, as it is then that the amounts of cash 
and accounts receivable are large and those 
of inventories and accounts payable are 
small. This question is of sufficient im-
portance to merit the consideration of all 
business executives in order that they may 
determine if they are using their natural 
business year for inventory taking and for 
closing their books of accounts, and there 
is none more interested in bringing this 
question to the attention of the executives 
than the professional accountant. 
Judgment Guiding Financial Statements 
(Continued) 
THE significance of the term "financial strength" depends on the point of 
view. The person who looks at a balance 
sheet from the ranks of money lenders 
considers the amount of capital and surplus 
which must be lost before his claim is en-
dangered. The stockholder has only the 
surplus between him and his investment. 
There is every chance then that as he looks 
at the balance sheet of a corporation in 
which he is financially interested his eye 
will first seek the amount of the surplus. 
The word surplus is subject to various 
interpretations. Legally, or as usually 
interpreted by the courts, surplus is the 
excess of assets over liabilities and capital. 
As generally understood, it means that 
which has been earned as a result of opera-
tions; the accumulation of profit or margin 
of selling price over cost. 
Surplus may also be derived from a re-
valuation of assets; from assets acquired 
without any corresponding liabilities; from 
a decrease in liabilities without a corre-
sponding decrease in assets; or from the 
acquisition of net assets taken up at a 
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figure in excess of the value of capital 
stock issued in exchange therefor. 
Accounting procedure which seeks 
properly to draw distinctions in order 
that precise reasoning may result there-
from, differentiates this surplus from that 
which has resulted from operations, and 
earmarks it with some such title as capital 
surplus. This appears not to restrict such 
surplus legally from use for dividend pur-
poses, but gives notice that the amount 
involved was not acquired in the usual 
way. 
There is a tendency in balance sheets 
setting forth the financial condition of 
corporations having capital stock without 
par value to ignore not only any distinc-
tions with regard to surplus, but even that 
between capital and surplus. This pre-
sumably is on the theory that the excess 
of assets over liabilities belongs to the 
shareholders. If this is so, why bother 
with fine distinctions? 
There are various reasons, it seems, why 
it is desirable to show more than the net 
difference between assets and liabilities 
on the balance sheet as "shareholders' 
equity." In the first place, a balance 
sheet should present as many facts and 
phases incident to financial condition as 
possible without unnecessary detail. It 
should so present the information that it 
will be intelligible to anyone who may read 
it, irrespective of his kind or degree of 
interest. Shareholder, bondholder, mer-
chandise creditor, or director, should find 
on the balance sheet data sufficient for his 
reasonable satisfaction or consideration for 
purposes of action. Above everything 
else it should be a frank, honest statement 
with nothing concealed. 
A balance sheet showing the excess of 
assets over liabilities as shareholders' 
equity does not meet these requirements. 
It conceals, whether intentionally or unin-
tentionally, the distinction between capital 
and surplus. There is no way of telling 
whether or not deficits from operation 
have encroached on paid-in capital; or if 
surplus, where it exists, has been earned 
or created as the result of a revaluation 
process. 
The idea is erroneous that no accounts 
are needed for capital and surplus in cor-
porations having capital stock without par 
value. It is equally wrong to pursue the 
theory that no such differentiation should 
be made in the balance sheet. Nothing 
could be more important than to bring out 
in the balance sheet the contributed capital, 
the surplus resulting from revaluation, 
etc., or capital surplus, and the surplus 
from operations. While such procedure 
might startle the conservatives unduly, 
considerable light would be thrown on the 
situation if the net increases and net de-
creases in surplus during the five-year 
period just preceding the date of the 
balance sheet were to be shown by years 
thereon. 
Information of an interesting and in-
structive nature regarding the variations 
or changes in capital is brought out by a 
balance sheet which shows the figures at 
successive dates with comparison. A 
statement of this kind through the in-
creases and decreases in amounts will 
show the fluctuations in capital, both bor-
rowed and owned, and how such fluctua-
tions have applied to the assets. Thus 
the fact may be brought out that additions 
to property or equipment are being 
financed out of current borrowings; or, 
on the contrary, that profits instead of 
being paid out as dividends are being put 
back into the property. 
Not long since, a comparative balance 
sheet brought out the fact that a certain 
organization, while incurring an operating 
deficit of $195,000, increased the current 
accounts payable $197,000 and put $280,-
000 contributed for general purposes into 
property. 
A comparative balance sheet is also use-
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ful in showing the utilization of proceeds 
derived from bond issues or other obliga-
tions for special purposes. It does not 
take the place of an income statement, 
but on the other hand it supplies informa-
tion as to capital fluctuations which the 
income statement does not show. 
(To be continued) 
Auditing Liabilities 
FOR some years text books on auditing emphasized the procedure incident to 
beginning an audit. That there was such a 
thing as ending an audit seemed to have 
been entirely overlooked. 
In similar manner the tendency seems 
always to stress the verification of assets. 
Volumes have been written on the subject. 
Instructions galore have detailed the pro-
cedure. But the important matter of 
auditing liabilities has received relatively 
little attention. We, therefore, reproduce 
certain suggestions which have been used 
and found helpful in covering the principal 
items under this head. 
All liabilities may be divided into three 
main classifications, and those subdivided 
further as follows: 
1. DIRECT OR SPECIFIC: 
(a) Notes payable discounted at banks 
(b) Notes payable sold through brokers 
(c) Notes payable to individuals for 
loans 
(d) Notes payable and acceptances to 
trade creditors 
All of the above may be again classified as: 
Notes secured by collateral 
Notes unsecured 
(e) Accounts payable—trade creditors 
(f) Accounts payable—miscellaneous 
(g) Consignments (in) 
(h) Unclaimed wages 
(i) Unclaimed dividends 
(j) Deposits or prepayments on account 
(k) Judgments 
(l) Contracts 
(m) Mortgages 
(n) Bonds 
2. CONTINGENT: 
(a) Notes receivable discounted 
(b) Acceptances 
(c) Endorsements (accommodation 
notes) 
(d) Guarantees 
(e) Unfulfilled contracts 
(f) The minute book 
3. ACCRUING: 
(a) Pay roll 
(b) Taxes 
(c) Interest 
(d) Rent 
(e) Gas, electricity, water, heat, etc. 
(f) Freight 
(g) Commissions 
(h) Traveling expenses 
(i) Legal expenses (litigation in process) 
(j) Damages 
(k) Dues and miscellaneous accruals 
(l) Audit fees 
(m) Liability insurance 
DIRECT OR SPECIFIC: 
(a) Notes payable discounted at banks: 
There is greater possibility of deliberate 
deception being practised in connection 
with notes payable than in almost any 
other liability, and the greatest vigilance is 
necessary to be sure all are accounted for. 
Those payable at banks if at the regular 
banks of deposit are readily verified by 
certificate; the danger lies in the possible 
use of other banks and the use of the re-
sulting funds without entry on the books. 
(b) Notes payable sold through brokers: 
The verification of these transactions is 
usually difficult owing to the inability to 
trace the paper further than to the brokers. 
However, the minutes should be examined 
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for authority to sell the company's paper 
in this manner and a certificate requested 
from the brokers handling it. 
(c) Notes payable to individuals for 
loans: 
Unless shown on the books, when the 
ordinary process of certification can be 
resorted to, this liability is most difficult 
of verification, and if skillfully handled, 
fraud of this nature can usually go unde-
tected until the company is called on to 
meet the obligation. Any hint of such a 
condition should be followed up carefully. 
(d) Notes payable and acceptances to 
trade creditors: 
These are less likely to be omitted from 
the records than any other class of notes 
payable and except for the fact that they 
are payable at predetermined dates and 
frequently bear interest, their omission is 
not so serious, due to the circumstance 
that the liability for which given is usually 
found and verified through other sources. 
This class of notes is readily verified by 
correspondence or examination of credi-
tors' statements. 
The paid and canceled notes of each 
class for the entire period under review 
should be called for and examined care-
fully, not only for the purpose of vouching 
the disbursements, but in order to thor-
oughly understand the system employed 
in handling same, which may be valuable 
in tracing other transactions. 
Trade acceptances, however, are some-
times difficult for an auditor to discover 
if not entered on the records. The credi-
tor's statement will not show them as 
they are closed transactions. Goods might 
readily be received, placed in stock, and 
acceptances issued without any entry 
until they became due. The only safe-
guard in this instance would be an examina-
tion of the order and receiving records and 
purchase invoices to see if the latter have 
been properly and regularly entered on the 
records. 
Wherever collateral to any note is given, 
it should be verified and listed with full 
particulars. 
(e) Accounts payable—trade creditors: 
The balances in this account should be 
verified by comparison with creditors' 
statements and an examination made into 
all discrepancies between the statements 
and the books. Where no statements 
are produced it is well to request that they 
be asked for. 
To locate and verify items not shown 
on the books, all vouchers or purchase 
record entries made between the date of 
closing the books and date of examination 
should be scrutinized. Further, the order 
and receiving records for a sufficient period 
prior to the date of closing books should be 
examined to discover liability for materials 
received but not entered. 
Steps should then be taken to secure 
the inclusion of all such liabilities; and, in 
the case of materials, if not entered on the 
inventory, that should also be done. 
(f) Accounts payable—miscellaneous: 
The open personal accounts on the 
general ledger should receive careful con-
sideration. They may consist of bor-
rowings for which notes have not been 
given. The minute book should be exam-
ined for authority in such event and, if 
more than a nominal sum, the procedure 
of securing written acknowledgment should 
be employed. 
Sometimes where the transactions with 
trade creditors are complicated by many 
returns or claims, partial payments, etc., 
the accounts are carried in the general 
ledger. All such demand close scrutiny 
and verification, as the creditors' claims 
may widely differ from the clients' record. 
Accounts for commissions and other 
dealings with employes or officers of the 
company come under this heading and 
should be verified, rather than accepted at 
book figures. 
(To be continued) 
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Massachusetts Restrictions 
A RECENT amendment to the Massa-chusetts C. P. A. law affecting 
Chapter 93 of the General Laws, makes it 
incumbent that all public accountants 
practicing in Massachusetts shall be regis-
tered as such and shall receive a certificate 
thereof. "No person not registered under 
section thirty-seven shall designate or 
hold himself out as a certified public ac-
countant. No partnership unless all of 
its members are registered under section 
thirty-seven, and no corporation, shall 
use the words 'certified public accountant' 
in describing the partnership or corpora-
tion or the business thereof." 
By the terms of this amendment we are 
prohibited from designating ourselves as 
Certified Public Accountants in the Com-
monwealth of Massachusetts on and after 
August 8, 1922. 
Our congratulations are extended to 
Mr. W. E. Durham, of the Denver staff, 
who has been awarded the faculty prize 
for scholarship in the Department of Ac-
counts, Commerce and Finance of the 
University of Denver. 
Mr. Durham was graduated from the 
University of Denver in the class of 1922, 
receiving the degree of Bachelor of Com-
mercial Science. 
We note with pleasure that Messrs. 
B. B. Hull and F. M. Holmes, of the 
Denver Office, and Mr. E. L. Duncan, of 
the Kansas City Office, have passed the 
C. P. A. examinations held by the State 
Board of Accountancy of Colorado in 
May, 1922. Mr. Duncan was formerly a 
member of the Denver staff. 
Our office at Dallas has removed, under 
date of July 1, 1922, to the Magnolia Build-
ing, Dallas, Texas. 
It is with regret that we note the death 
of Mrs. L. C. Matthews at her home, 
Druid Hills, Atlanta, Georgia, on Thurs-
day, June 29. Mrs. Matthews had re-
cently been visiting in New York City and 
vicinity, and her death therefore comes as 
a greater shock. 
Mr. R. I. Bush, Jr., of our New York 
Broad Street staff, died suddenly on Mon-
day, July 3. Mr. Bush was held high in 
esteem both as an accountant and as a 
man in our organization, and in his death 
we have a sense of distinct loss. The 
funeral services were conducted at his late 
home, 11 Grand Avenue, Arlington, New 
Jersey, and were attended by several 
members of the firm and staff. The 
Masonic fraternity, of which Mr. Bush 
Was a member, conducted a ritualistic 
service which was most impressive. 
Effective August 1, 1922, the address of 
our Paris Office will be 43 Rue de la 
Chaussée-d'Antin, Paris. 
It is with regret that announcement is 
made of the resignation of Mr. L. C. 
Matthews as manager of the Atlanta Office, 
effective June 30, 1922. 
We announce the appointment, effec-
tive July 1, 1922, of Mr. P. A. Gilcrest as 
assistant manager of the Chicago Office, 
in charge of the Report Department. 
Congratulations are extended to Mr. 
J. L. Henson of the Cincinnati Office, and 
to Mr. D. J. Hofer of the New York 39th 
Street Office, who have successfully passed 
the examinations of the American Insti-
tute of Accountants and have been ad-
mitted to associate membership of the 
Institute. 
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Personal Interest 
THERE is a city not more than a hundred miles from New York which 
is unique because it is old-fashioned. Its 
inhabitants are noted for their deliberate-
ness. They bear the indelible imprint of 
their forefathers, who were heavy-set, 
thorough-going, and methodical; plain, 
but honest; simple, but friendly. 
The spirit of their ancestors seems to 
have come down through the years and 
continued with these people, even though 
their city has grown tremendously and has 
had to absorb its full quota of the foreign 
element—a problem which every city, 
large or small, has to meet. There is ap-
parent everywhere, as one goes about the 
city, a feeling that one is receiving personal 
service. It is manifest in the lowly boot-
black, who shines one's shoes until they 
look like a mirror, instead of giving them 
the careless rub or two of the padrone's 
slave. It stands out in the work of the 
soda dispenser, who serves one's refresh-
ment as if it were an unusual opportunity 
for service instead of a task imposed by 
the economic scheme of existence, mean-
while clamoring for the check and per-
forming gyrations which spill half the con-
tents of the glass over the counter or the 
customer or anything else which happens 
to get in the way. The ticket seller in the 
theatre refuses to sell one a seat in back 
of a post, because he knows one would not 
enjoy the play sitting in back of a post. 
The clerk in the store modestly shows his 
goods, leaving the customer to select, in-
stead of resorting to the intensive methods 
of modern scientific salesmanship which 
may send the customer away "sold" but 
vowing never to return. 
Every act of service seems to be based 
on consideration of the one who is served. 
It gives a comfortable feeling, and stirs 
emotions which are rarely stirred by the 
slam-bang tactics of much modern enter-
prise. The average human being enjoys 
attention. He is made to feel good by 
observance of his wishes and the gratifi-
cation of his desires. 
There is a lesson for the accountant who 
serves the public, in the spirit manifested 
in this city of old-fashioned folks. Every 
client is, in the last analysis, a human 
being. He may have his peculiarities, or 
even whims and fancies; but the secret 
of success is to discover the wishes of those 
whom one is serving, and to see that such 
wishes are properly met. A personal in-
terest on the part of those who serve is es-
sential to such discovery and fulfilment. 
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Secret Reserves 
ACCOUNTANCY practice teems with perplexing questions. Some are old; 
some are new. Some may be answered 
easily; others only after mature deliber-
ation. 
One of the questions now arising fre-
quently because of changed economic 
conditions is how, in connection with fire 
losses, to treat the excess of recovery value 
over book value. 
During the period of more or less stable 
prices which preceded the Great War, 
property values for insurance purposes 
presented no particular problem. With 
the rise in prices which extended over the 
period from 1914 to 1920, replacement 
values on which insurance was based went 
so high as to get entirely out of line with 
book values, or cost less depreciation. 
Hence, concerns taking out insurance 
policies based on replacement values pre-
vailing in 1920 or subsequently, sometimes 
find, when they have a fire loss and re-
cover from the insurance company, that 
there is a considerable excess of amount 
recovered over the book value. This 
raises the question as to what disposition 
from an accounting viewpoint should be 
made of the amount. 
It is not improbable that the average 
accountant, when confronted with this 
question, if he were free and untrammeled 
and not influenced in any way, would 
favor crediting the amount involved to 
surplus. The excess of assets over lia-
bilities and capital is greater now than 
before. The courts have generally held 
that excess of assets over liabilities and 
capital is surplus, and as such is available 
for dividends. There is little concern ap-
parently on the part of the learned judges 
as to the derivation of surplus; but the 
accountant who desires that his state-
ments shall be not only clear but compre-
hensive and shall represent the facts in 
the case, hesitates to throw into surplus 
any considerable amount which may have 
been derived from sources other than 
operations. Conservative accounting un-
dertakes to differentiate surplus derived 
from operations and that derived from 
other sources. The average accountant 
would probably hesitate to merge any con-
siderable amount of economic profit—for 
such is the profit in the case in question— 
with the results of operations, unless the 
extraordinary profit were satisfactorily 
earmarked, for fear that any other presen-
tation might be misleading. 
It is with this thought in mind probably 
that accountants occasionally resort to the 
expedient of setting up the economic profit 
resulting in an increase in value of property 
as a special surplus item, frequently re-
ferred to as capital surplus. This method 
has no particular advantage as far as can 
be seen, except to put the reader of the 
balance sheet on notice that some part of 
the surplus was derived from an increase 
in values due to changes in economic con-
ditions, rather than as a result of trading 
or other operations. 
The situation is somewhat affected by 
the ever present influence of government 
control exercised through the Treasury 
Department in connection with taxes. 
While it is true that a business organiza-
tion may treat a gain resulting from fire 
loss in any way it may desire, in order to 
be acceptable to the government in the 
matter of taxes the item must be handled 
in a certain way. 
Article 261 of Treasury Department 
Regulations 62 is generally interpreted to 
mean that if a taxpayer would escape a 
tax on any excess of recovered value over 
book value, he must carry the new prop-
erty created through the process of re-
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placement at the same value as the prop-
erty originally destroyed; to wit, "the new 
or restored property to the extent of the 
replacement shall not be valued in the 
accounts of the taxpayer at an amount in 
excess of the cost of the old property (or 
of its value as at March 1, 1913, if acquired 
before that date, and such value is higher 
than cost) after making a proper provi-
sion in either case for depreciation of the 
original property." 
Compliance with this provision results 
in crediting such excess to a reserve, in-
stead of to surplus, either free or restricted; 
and, when the cost of replacement exceeds 
the original cost of the property, charging 
the excess against the reserve. Thus, re-
covery on a piece of property the book 
value of which might be $250,000, being 
insured at replacement values at $400,000, 
when destroyed by fire and compensated 
by insurance in the amount of $400,000, 
would have the effect of increasing the 
assets of the company in question in the 
amount of $150,000. The bookkeeping 
entries would consist in charging cash with 
$400,000, crediting property with $250,-
000, and reserve for replacement of prop-
erty, or some other appropriate title, with 
$150,000. As payments are made on the 
replacement contract, property would be 
charged until the cost had reached $250-
000, after which charges would go against 
the reserve. 
Assuming now that the reserve has been 
obliterated, the property worth $400,000 
is carried at $250,000. There is no avoid-
ing the fact that a secret reserve has been 
created, and secret reserves are contrary 
to good accounting; yet there appears to 
be nothing else to do in the face of the 
Treasury Department regulations—having 
in mind always that such procedure is 
necessary only for tax purposes. 
Judgment Guiding Financial Statements 
(Continued) 
ONE of the most important phases of financial condition with which the 
balance sheet treats is current or liquid 
condition. This is represented by the 
current assets and current liabilities. The 
significance is brought out by a comparison 
of these two groups of figures. 
The position of these groups of items on 
the balance sheet is, after all, a matter of 
little importance. There is strong conten-
tion on the part of some accountants that 
the liquid condition is the thing of prime 
importance to the greatest number of in-
terested parties, and hence the current 
assets and current liabilities should be 
stated first on their respective sides of the 
balance sheet. Whether or not the first 
contention is so, is largely a matter of 
opinion. If true, the liquid status may be 
determined as easily under one arrange-
ment as another, so long as the groups are 
made to stand out and may be readily 
compared. 
The matter of importance is the items 
which go to make up the respective groups, 
and the dependence which may be placed 
upon such items. If the groups are taken 
in total and compared one with another, a 
ratio known as the current ratio may be 
developed. Whether or not this ratio is 
satisfactory will depend upon many things. 
What would be a satisfactory current ratio 
in one case might be far from satisfactory 
in another. There should be a natural 
variation as among wholesalers, retailers, 
and manufacturers. Ratios should be 
affected by the peculiarities of industries, 
geographical and economic variations, and 
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other causes, some, perhaps, as yet undis-
covered. Research and investigation to 
bring out these various points is under way 
by a well-known association of credit men. 
It is probable that the near future will see 
more or less accurate bases established with 
which satisfactory comparisons may be 
made. 
The tendency in the past has been to 
state the current relation in terms of simple 
numbers, showing the number of times 
which the current liabilities are contained 
in the current assets. The effect of this is, 
of course, to show the number of dollars of 
current assets to each dollar of current 
liabilities. 
Another way, perhaps a better one, and 
incidentally one toward which the bank 
credit men seem now to be inclined, is to 
show the ratio of net liquid assets to the 
total liquid assets—or in other words that 
percentage of the total liquid assets which 
is free and clear. 
Still another way, and one which accom-
plishes the same purpose, would be to show 
the ratio of current liabilities to current 
assets. 
The effect of these two latter methods is 
merely to show the two equities in the 
liquid assets; one, the equity of creditors, 
the other, the equity of proprietors. 
The important thing is to establish some 
uniform method or uniform terminology, so 
that everyone will use the same method 
and language in stating the current position. 
There is little value attaching to a cur-
rent ratio until it has first been determined 
that the items included in the current 
assets and current liabilities respectively 
are proper ones. Unfortunately there is 
considerable difference of opinion, particu-
larly between bank credit men and ac-
countants, as to what may properly be 
included under these heads. The banker 
is undoubtedly justified in his conserv-
atism; but there is perhaps some danger 
that the bank credit man will become too 
mechanical in his work if he attempts to 
follow blindly ratios and barometrics which 
automatically exclude certain items. The 
proper use of current or any other ratios 
contemplates that such use will be tem-
pered with the facts surrounding the par-
ticular case, and good judgment dictated 
by common sense. 
Two of the items which accountants are 
likely to include in the liquid assets, and 
which credit men are likely to cast aside, 
are listed corporation bonds and stocks at 
market, including United States liberty 
bonds and war savings certificates at mar-
ket, and amounts due from controlled 
or related concerns under current liqui-
dation. 
The banker of course takes the position 
that a prospective borrower with funds in-
vested in securities has no standing, since 
instead of attempting to borrow from 
banks, he should convert his securities into 
cash. This is an entirely plausible reason 
why the banker may refuse a loan, but 
scant reason, apparently, why securities 
which are readily marketable and may at 
any time be converted into cash, should be 
excluded from current assets. 
The situation would be quite different 
with regard to liquid condition were the 
securities held for ownership, control, or 
advantage through affiliation, for the pur-
pose of return on investment, or otherwise 
restricted as to conversion. In any of 
these events the item would have no place 
among the liquid assets but should be set 
out separately on the balance sheet. 
On the other point, the banker contends 
that he has no desire to finance related, 
hidden, or underlying companies, which he 
might readily be tricked into doing were he 
to loan to a concern having extensive inter-
company financial relations. This objec-
tion is entirely reasonable, and the banker 
frequently insists on a consolidated state-
ment, in order that he may see clearly the 
interrelations. 
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But again, where inter-company ac-
counts are under current liquidation, that 
is, the accounts and notes receivable from 
related companies are being collected as 
rapidly as those from outsiders, there ap-
pears to be no logical reason why such 
accounts should not be included under 
current assets. It is of course desirable 
that such items as have been discussed 
should be clearly identified in the balance 
sheet, so that the amounts involved and 
relations may be apparent; and while from 
a practical banking point of view there may 
be some good purpose in considering them 
when granting or withholding credit, cer-
tainly from a point of view of good account-
ing there can be no such excuse for ex-
cluding them from the current assets. 
Auditing Liabilities 
(Continued) 
(g) Consignments (In): 
Goods may be received on consignment 
and part or all sold without the liability 
therefor being spread on the books. If it 
is found that any goods are handled on 
consignment all records of such should be 
called for and carefully reviewed to estab-
lish the liability therefor. 
(h) Unclaimed wages: 
Unclaimed wages are frequently re-
deposited without proper liability being 
shown. In every audit the method of 
treating such items should be the subject 
of inquiry and if not properly handled 
steps should be taken to have the liability 
set up. 
(i) Unclaimed dividends: 
The next preceding remarks apply to 
this item. 
(j) Deposits or prepayments on account: 
These are usually easy of verification 
through the letter file or otherwise. In 
cases where interest on the deposit is in-
volved as in public service companies, or 
where the company does a pseudo-banking 
business, receiving monies from its em-
ployes, both principal and interest should 
be carefully checked. 
Prepayments on accounts are usually 
very temporary in nature, but they should 
be scrutinized to make sure that they 
should not have been transferred to the 
accounts receivable ledger. 
(k) Judgments: 
Disputed accounts sometimes give rise 
to litigation and judgments adverse to the 
client may have been secured. The par-
ticulars of all such items must be obtained 
and steps taken to have the liability there-
for set up. 
(l) Contracts: 
Every contract the terms of which are 
specific such as land contracts, etc., forms a 
direct liability. The agreements should 
be seen and noted and the liability as 
shown by the books should be adjusted to 
the terms of the contracts. 
(m) Mortgages: 
(n) Bonds: 
These liabilities should be verified by 
certificate and the documents should be 
read to ascertain if all the contractual re-
quirements have been complied with. 
CONTINGENT: 
(a) Notes receivable discounted: 
These should be listed and verified by 
certificate from the banks where dis-
counted. This is not sufficient, however: 
the status of all notes under discounts 
should be investigated and if it is probable 
that any will not be paid when due, a 
(To be continued) 
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suitable reserve should be established to 
cover. If it is found that notes are re-
newed frequently it is a danger sign that 
should not be ignored. 
(b) Acceptances: 
The instructions next above are appli-
cable to acceptances with the difference 
that there will be no renewals to look for. 
(c) Endorsements (accommodation 
notes): 
This is a form of liability difficult to dis-
cover if no records are made on the books. 
The minute books should be examined for 
authority to make such endorsements, and 
hearsay or other evidence pointing to such 
a condition should be closely followed up to 
ascertain the facts. Occasionally an offi-
cial will secure endorsement of his private 
paper, by his company, with or without 
authority. 
Solvent, creditable concerns do not 
ordinarily seek the endorsement of others 
except under stress and if "hard up" such 
endorsements are very likely indeed to 
develop into real liabilities of the endorser. 
(d) Guarantees: 
The above remarks under endorsements 
apply to guarantees with equal force. 
(e) Unfulfilled contracts: 
Has the client binding contracts to ac-
cept delivery of goods contracted for prior 
to date of audit? In normal times that 
fact would not affect his condition ad-
versely, perhaps, but supposing a falling 
market, or a diminution of orders for future 
business, with the compulsion to accept 
delivery and pay for the goods. In that 
event, it would be of vital import, and out-
standing contracts of this nature should be 
examined and taken into consideration, if 
not in the balance sheet, at least in the com-
mentary. Full notes should be included in 
the working papers of all salient facts. 
(f) The minute book: 
The minute book should be carefully 
read and studied in all its bearings on the 
financial position of a client, whether 
affecting assets or liabilities. Small mat-
ters are not likely to be found in the 
minutes, but large items of authorized 
expenditures, contracts, litigation, etc., 
should be developed from that source. 
ACCRUING: 
(a) Payroll: 
When the close of the pay period coin-
cides with the date of audit, the accrued 
pay roll is usually entered on the books 
and may readily be verified by seeing that 
the disbursements agree with the amount 
accrued. When the close of the pay period 
does not agree with the audit date, it be-
comes necessary to compute and set up the 
liability for the broken period. 
(b) Taxes: 
There are in many places franchise, cor-
poration, excise and other taxes, known 
under various names and levied for differ-
ent periods. Such taxes should be looked 
into carefully to be assured that all are 
properly accounted for. Local property 
taxes are particularly important and vary 
greatly as to periods, terms, times of pay-
ment, etc. Federal income and profits 
taxes are of course subject to special con-
sideration. 
(c) Interest: 
Notes payable, contracts payable, mort-
gages, bonds, accounts payable, and in 
fact practically every liability may be sub-
ject to an accrual of interest which should 
be set up accordingly. 
Accounts payable when overdue fre-
quently bear interest, and all accounts of 
this nature should be inquired into with 
that thought in mind. 
Overdue taxes bear interest and usually 
a penalty as well. 
Deposits usually bear interest. 
(d) Rent: 
Rent is usually paid in advance, but it 
may be in arrears either by the terms of 
agreement or by failure to pay when due. 
It should be included as a liability. 
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(e) Gas, electricity, water, heat, etc.: 
These expenses are usually metered and 
but rarely is the reading by the public 
utility of the date of audit, consequently 
there will always be an account of these 
items. Whenever possible, and if of suffi-
cient importance, the client should be 
asked to make a reading of meters at clos-
ing date so that the accrual may be ac-
curate; failing that, to read them as early 
as possible and compute therefrom the 
amount due on closing date. 
ONE can scarcely imagine credence being given in these swift days of 
advanced ideas to the thought that the 
principles of single-entry bookkeeping have 
any practical value. As a system of book-
keeping it is rarely found; although occa-
sionally a public accountant in attempting 
to take off a trial balance awakes suddenly, 
when the two sides fail to agree, to the fact 
that he has actually encountered what he 
thought was a matter of history. Once 
discovered by the accountant, he makes so 
much fuss about the single-entry system 
that the client is usually put to shame and 
the installation of a system of double-entry 
follows. 
Textbooks and practice sets used for in-
struction rarely fail to introduce the sub-
ject of single-entry, and occasionally the 
principal purpose thereof is to show the 
transition from single- to double-entry. 
But even this has little practical value since 
the system is now so seldom used. 
As originally conceived and used, it prob-
ably embraced four accounts: cash, ac-
counts receivable, accounts payable, and 
proprietorship. Profits were determined 
by the asset and liability method, which 
consisted in supplementing the accounts on 
the books by such assets or liabilities as 
might be determined through inventories, 
establishing the net worth and comparing 
the proprietorship at two dates, taking into 
consideration additions to or withdrawals 
from the capital during the interim. 
Single-entry today probably has no prac-
tical value of any importance; but the 
asset and liability method of determining 
profits, which presumably was an out-
growth of the single-entry system, is fre-
quently useful. This is particularly true 
in cases where it is necessary to approxi-
mate results quickly. 
A practical example of such use occurred 
on one occasion when a client wished to 
know how the result, from a financial point 
of view, of analyzing an account running 
over several years would compare with the 
expense of the work involved. Instead of 
the somewhat usual reply that it would be 
impossible to make such comparison in 
advance of the completion of the work, the 
client was advised within twenty-four 
hours that the result would show approxi-
mately $225,000 of profit to which he 
would be entitled; that the expense of 
analyzing the account would probably not 
exceed $3,000. 
The facts surrounding the case were as 
follows: On a certain date an account with 
a stock broker was opened with various 
securities received into the account. The 
books under examination were those of the 
broker showing the account with his cus-
tomer. From time to time other securities 
were received in, and delivered out; checks 
for cash received and for cash paid appeared 
on the respective sides of the account; in-
terest was both charged and credited. The 
account ran through several ledgers, in 
and out of the regular and various special 
accounts, and was closed finally by the 
Is Single-entry Obsolete? 
(To be concluded) 
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delivery out, of such securities as were in 
the broker's box. 
The method used in determining the 
profit was first to price the securities with 
which the account was opened at prices 
prevailing on that date, and let that 
amount correspond to the capital at the 
beginning of the period. The securities 
delivered out of the account at the close 
were then priced at prevailing rates and 
constituted the capital at the end of the 
period. To the difference between the 
amounts of capital at the beginning and 
end respectively, there were then applied 
as if they were additions or withdrawals of 
capital, the securities, properly priced, re-
ceived into or delivered out of the account, 
the checks received or issued, and the in-
terest charged or credited. The result was 
a profit amounting to a figure only a few 
hundred dollars different from that deter-
mined by analyzing the account and taking 
out the profit or loss on each stock trans-
action. 
Thus in a way single-entry methods, or 
methods related to single-entry, served the 
practical purpose of giving a client quickly 
information on which to act intelligently. 
Fiction for Fact 
A RECENT New York decision tends to clarify the atmosphere somewhat 
with regard to shares of stock without par 
value. It appears that the State Tax Com-
mission, in an action brought by the Ter-
minal and Town Taxi Corporation, con-
tended that shares of stock without par 
value should, for purposes of taxation, be 
valued at $100 a share. Judge Kellogg of 
the Supreme Court, Appellate Division, 
decided on July 6, 1922, "the assumption 
that non-par value stock has a value of 
$100 per share for purposes of the license 
tax (section 181) is unwarranted, and the 
provision that for purposes of the minimum 
franchise tax (section 214) non-par value 
stock shall be deemed to have a face value 
of $100, is unconstitutional." 
In the case decided, Terminal and Town 
Taxi Corporation vs. Tax Commission of 
the State of New York, the plaintiff con-
tended for a value of $8.55 per share in-
stead of $100 per share. The Terminal and 
Town Taxi Corporation was a foreign cor-
poration doing business within the State of 
New York. It had an authorized capital 
stock of 15,000 shares preferred, par value 
$100, and 23,500 shares of common, with-
out par value. Of the preferred stock, only 
6,947 shares at $100 were issued. The 
amount paid in for these shares was $694,-
700. Of the common stock, 13,837 shares 
were issued, and the amount received 
therefor was $117,500, or about $8.55 per 
share. Although the total paid-in capital 
was $812,200, the State Tax Commission, 
in computing both the license tax and the 
minimum franchise tax, used as a basis in 
each instance the sum of $2,078,400 as 
representing the capital of the company 
employed within the state, and in arriving 
at the tax the commission considered the 
common stock as having a value of $100 
per share. 
Mr. Page Lawrence has been appointed 
by the president of the Kansas City Cham-
ber of Commerce to serve on a committee 
which will organize a cost accountants' 
group of the Chamber and plan future 
activities for the group. 
We note with pleasure that Mr. A. W. 
Hauge, of the staff of the Minneapolis 
Office, has successfully passed the C. P. A. 
examinations held by the Minnesota State 
Board of Accountancy in May, 1922. 
Mr. C. M. Withus of the New York 
Broad Street staff has been transferred to 
the Havana Office, effective July 15, 1922. 
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Facts Gleaned from Figures 
THE economic consequences of getting 
into a rut with respect to reports is a 
matter which may well cause the public 
accountant grave concern. It is equally 
dangerous for him to fall into bad habits 
in report procedure. 
From the point of view of the client the 
accountant must appear ridiculous when 
he sends the client time after time a stereo-
typed report without variation sometimes 
even of words. It must likewise be boring 
to the client to read page after page of 
comments which describe in detail such 
matters as the cash having been counted 
and the notes payable confirmed. 
Complaints from accountants that their 
reports are not used would, if investigated, 
probably disclose good reason for lack of 
use. If the truth were known and ac-
knowledged, many reports are but uninter-
preted statistical compilations, supple-
mented with tiresome description of 
technical procedure which has no interest 
for anyone. 
Accountants are prone to meet criticism 
of comment matter which is sodden with 
explanatory detail with the reply that if 
such were to be omitted there would be 
nothing to write about. And they are 
correct in the premises. But such ac-
countants are likened to the blind man 
who complained that it was always dark. 
The business organization probably does 
not exist about which an audit would not 
disclose any number of interesting facts. 
They might not all be pleasing to the 
various parties concerned, but none the 
less have an important bearing on the 
business with regard to organization, man-
agement, finance, operation, personnel, or 
outside relations. 
Figures tell many stories when one knows 
how to read them. The same figures may 
indicate one or more of several different 
things. Hence it behooves the account-
ant who attempts to interpret figures to 
investigate far enough to be sure what are 
the facts. The time to make the investi-
gation is on the engagement in the field; 
not in the office with the client's books 
seventy-five miles away so that it is im-
possible to determine whether an increase 
in a certain credit figure means increased 
numbers or increased rates. 
The accountant should have before him 
as he proceeds with his work in the field a 
mental picture of the possibilities for his 
report. He should accumulate the points 
which he thinks will have interest for, or 
should be brought to the attention of, his 
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client, or other prospective readers of 
the report, and search out the facts con-
cerning such points so that he may intel-
ligently and truthfully convey such facts. 
More constructive reports would be ren-
dered if accountants were to prepare 
and have before them from the early 
stages of the field work the balance sheet 
and income statement, according to the 
books; if more time were spent in con-
sideration and reflection and less in point-
less action. 
A report narrative made up of live, in-
teresting information about the organiza-
tion; its condition, progress, tendencies, 
outlook, and relations, should be stimu-
lating. A lot of technical explanation 
must be monotonous and depressing, if 
indeed it attracts enough attention to be 
read in full. The meaning of results is 
much more important than an exposition 
of the manner in which they were derived. 
Interpretation requires thought. The in-
experienced accountant need not attempt 
it. At the hands of competent parties 
facts gleaned from figures may be made the 
basis for sound, logical, and profitable 
business administration. 
Judgment Guiding Financial Statements 
(Continued) 
CREDIT men probably are responsible for the current relation of "two for 
one" so-called; meaning that safety as to 
current position requires at least two dol-
lars of current assets for every dollar of 
current liabilities. The responsibility for 
establishing this standard is difficult to fix; 
but the ratio was evidently initiated by 
some one either in authority or in the con-
fidence of credit men generally, since it was 
accepted and used widely until of late 
without much question. It is said to have 
grown out of the need, constantly being 
impressed on those concerned with credit, 
for a goodly margin of safety, rather than 
the result of any analytical study. That it 
was conservative, in that it afforded a 
margin of one hundred per cent., is per-
haps responsible for its adoption. 
The current ratio with all that it signifies 
is obviously a most useful expedient, par-
ticularly for "snap-shot" purposes. It 
expresses a relation which shows the con-
dition of working capital at a glance. The 
importance of following working capital 
from date to date cannot be over-empha-
sized. Yet before any comparison may be 
made with the current ratios of other 
organizations, thought must be given. It 
would be entirely misleading to compare 
the current ratio of a concern dealing in 
goods subject to change in style with one 
handling staple commodities. Conserva-
tism in the case of style goods would dic-
tate a much wider margin of liquid assets, 
particularly if among the liquid assets there 
were included a liberal amount of mer-
chandise inventory likely to shrink in value 
when put to the test of realization. 
Anything which is not reducible to cash 
within a reasonably short time distorts the 
current ratio. It is therefore easy to un-
derstand the urge which the bank credit 
man feels when he eliminates anything 
which may affect it, such as securities not 
readily marketable, any advances to re-
lated companies, and any charges to officers 
and employes. 
Again, before anyone may draw con-
clusions from a current ratio it is necessary 
to know not only the line but the seasonal 
activities of the business; and even then 
conclusions are not safe without giving con-
sideration to the relations, direct and cross, 
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of the items comprising the groups of cur-
rent assets and current liabilities. A bal-
ance sheet showing a current ratio of one 
and a half to one may represent a condition 
entirely satisfactory in certain lines at any 
time, or it may be satisfactory in some 
lines at certain seasons of the year. The 
same current ratio in other lines or at dif-
ferent seasons might be alarming. 
Thus a concern with a one and a half to 
one ratio may appear at the beginning of 
a busy season with notes and acceptances 
payable of $1,000,000, and open accounts 
payable of $500,000, and not give any par-
ticular cause for alarm as long as there is 
merchandise, $1,350,000, accounts receiv-
able, $950,000, and cash, $60,000. But 
the same condition at the end of a season 
would ordinarily be a different matter. 
Even at the beginning of a season in this 
case there should be some cause for con-
cern if the receivables were to average 
much over sixty days. 
This company would not stand what the 
bank credit man calls the "acid test" and 
which consists in comparing the aggregate 
of the cash, accounts and notes receivable, 
exclusive of any which are past due, with 
the total of the current liabilities. It is 
doubtful if many concerns can stand this 
test, although occasionally a published 
balance sheet appears in which there are 
no current liabilities. The acid test is 
probably never applied as an absolute 
standard, but it is easy to see how, used 
as part of a series of tests, it is valuable 
particularly in watching tendencies. Com-
panies which show improvement from 
time to time in this respect are rather apt 
to show a healthy condition or tendency 
theretoward. On the other hand, a move-
ment in the opposite direction is frequently 
a sign that matters financial need watching, 
if something more radical is not indicated. 
Because of the fact that the current ratio 
alone is not conclusive, other ratios have 
been evolved and used by bank credit men 
as a supplement thereto. These embrace 
not only relations among items on the 
balance sheet but certain items of condi-
tion linked up with factors of operation. 
Thus there are the ratios of sales to mer-
chandise inventory and of sales to receiva-
bles, the significance of which in each 
instance is easy to grasp. But that there 
is any relation between the stock of goods 
carried for the purpose of supplying cus-
tomers and the promptness with which 
customers pay for goods already pur-
chased is difficult for the average person, 
even one who is familiar with accounting, 
to see. 
Sponsors for the ratio of receivables to 
merchandise claim for it that it has a 
practical value when taken in connection 
with the current ratio because it may bring 
out, or rather draw attention to, certain 
unfavorable conditions which a favorable 
current ratio might obscure. It is per-
fectly apparent that an increase in the 
receivables without any increase in the 
current liabilities will improve the current 
ratio. At the same time such increase in 
receivables and corresponding improve-
ment in current ratio may be at the expense 
of an increasing amount of slow or of bad 
accounts. This condition would seem to 
be more quickly discovered and accurately 
reflected by determining the age of the 
receivables than by comparing the receiv-
ables with merchandise. But in the absence 
of data as to sales and with only the bal-
ance sheet items of receivables and mer-
chandise from which to work, the ratio 
developed therefrom may have some value 
once a standard or normal ratio with which 
to make comparison has been established. 
There appears to be no fundamental rela-
tion between receivables and merchandise 
as there is between merchandise and sales 
and between sales and receivables. It 
therefore seems essential to the logical use 
of the receivables to merchandise ratio that 
there shall first have been determined some 
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representative ratio based on experience. 
This normal or standard ratio may be that 
of one organization taken for certain 
seasons, periods, or stretches of years, 
groups of typical organizations in certain 
lines, or business organizations in general. 
The first two classes are likely to be the 
more satisfactory for comparison. When 
used for comparative purposes the receiv-
ables to merchandise ratio probably has 
certain usefulness in indicating tendencies 
and drawing attention to weakness in the 
item of receivables which requires at-
tention. 
Auditing Liabilities 
(Concluded) 
ACCRUING: (continued) 
(f) Freight: 
For one reason or another, freight bills 
are sometimes held up, returned for cor-
rection, etc. All items of this character 
should be included when discovered. 
Goods are frequently shipped f.o.b. des-
tination. When that is the case there is a 
liability for freight to point of delivery 
which should be ascertained and provision 
made therefor. Clients should be ques-
tioned as to basis of sales in order to secure 
this data. This class of freight charges 
should be treated as a deduction from sales, 
and if taken up by the customer, treated as 
a reduction of the accounts receivable. 
(g) Commissions: 
Provision should be made for inclusion 
of all accrued commissions. Frequently 
they are only payable upon settlement by 
the customer and are only spread upon the 
books at intervals. Inquiry should be 
made in order that all accruing commissions 
may be taken care of. 
(h) Traveling expenses: 
Salesmen generally are fairly prompt in 
getting in their expense accounts, but 
officers of companies and those whose 
trips are infrequent, quite often neglect to 
report them, particularly if, as usually 
happens, the funds have been advanced to 
cover. Expense accounts should be re-
quested and included in all cases. 
(i) Legal expenses (litigation in process): 
Attorneys are as a class very slow in 
rendering accounts for services. Inquiry 
should be made if any litigation is in 
progress and if so, request that the com-
pany lawyer be asked for his bill or an 
approximation of it so as to include this 
item. 
(j) Damages: 
While liability insurance is carried by 
most companies for protection, that does 
not cover their liability for damages in all 
cases, as the insurance companies seldom 
assume unlimited liability. Claims in ex-
cess of the amounts covered by insurance 
should be taken cognizance of in an audit. 
Other damages may consist of claims for 
breach of contract, failure or delay in 
delivery of goods, claims by employes for 
damages on account of dismissal, etc. 
While not found everywhere, damage 
claims are sufficiently frequent to warrant 
a little quiet investigation to develop the 
facts. 
When found, they might be either ac-
crued or contingent and should be treated 
accordingly. 
(k) Dues and miscellaneous accruals: 
Club and other dues and miscellaneous 
items of accruals need not be enlarged on. 
(l) Audit fees: 
Inasmuch as audit fees are always 
applicable to a prior period, it is well to 
(To be continued) 
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have the liability shown at least by a re-
serve to at least approximate the expense 
of the audit, carrying the expense into the 
operations of the period reviewed. 
(m) Liability insurance: 
In taking out liability insurance (as the 
premium is based on the amount of the 
payroll, computed at different rates ac-
cording to the classes of employment and 
its relative dangers), the practice is to 
estimate the amount of the payroll for 
each class for the ensuing year and com-
pute the premium to be paid accordingly. 
Usually also these initial premium pay-
ments are on an under-estimated payroll 
and the actual premium is only determined 
at the close of the insured period as the 
result of an audit made by a representative 
of the insurance company. 
While at the beginning of such an in-
surance period it is obvious that there 
would be a substantial prepayment, it is 
equally obvious that such payment could 
not be divided into twelve equal parts (as 
in fire and other insurance), for the purpose 
of charging into operations, but that the 
charges for each month's liability insurance 
cost should be predicated on the actual 
payrolls for that month. 
Accordingly, dependent on the measure 
of accuracy with which the initial premium 
has been computed, this account ordinarily 
changes, sooner or later, from an asset to a 
liability, usually after from six to eight 
months have elapsed. 
It becomes necessary, therefore, in audit-
ing this account, to tabulate the payrolls 
from the date of taking out the insurance 
to date of audit and work out the accrued 
premium in accordance with the rates in-
dicated on the policy. That being done, 
any adjustments necessary should be 
applied and the resultant balance carried 
to the balance sheet. 
It is very important to verify the fact 
that any liability arising from the previous 
insurance period has been properly taken 
into the operating accounts. 
Should the account for liability insurance 
stand closed in the ledger, it is necessary 
to verify the fact that no asset or liability 
actually exists at the time of audit. 
The Echo 
ATTORNEY-General Daugherty in ask-ing for an injunction against the 
striking railway shopmen: 
"The underlying principle involved in this 
action is the survival and supremacy of the 
Government of the United States. 
"No union or combination of unions can, 
under our law, dictate to the American Union. 
When the union claims the right to dictate 
to the Government and to dominate the 
American people and deprive the . . . people 
of the necessaries of life, then the Govern-
ment will destroy the unions, for the Govern-
ment of the United States is supreme and 
must endure." 
Inscription on monument to the fore-
fathers erected on hill at Provincetown, 
Massachusetts (tip of Cape Cod where the 
Pilgrims first reached land): 
"On November 21, 1620, the Mayflower, 
carrying 102 passengers, men, women, and 
children, cast anchor in this harbor 67 days 
from Plymouth, England. 
"The same day 41 adult males in the com-
pany solemnly covenanted and combined 
themselves together 'into a civill body poli-
tick.' 
"This body politic established and main-
tained on the bleak and barren edge of a vast 
wilderness a state without a king or a noble, 
a church without a bishop or a priest, a 
democratic commonwealth, the members of 
which were 'straightly tied to all care of each 
other's good and of the whole by everyone.' 
"For the first time in history they illustrated 
with long suffering devotion and sober resolu-
tion the principles of civil and religious liberty 
in the practices of a genuine democracy. 
"Therefore the remembrances of them shall 
be perpetual in the great republic that has 
inherited their ideals." 
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Accounting for Franchises 
IT IS surprising how strangely lacking in completeness are books on accounting 
in their treatment of accounting for fran-
chises. Any number of good books, both 
in the engineering and the accounting 
fields, discuss at length the theory of fran-
chises and their valuation, but few deal 
adequately, if at all, with the accounting 
therefor and particularly the amortization 
thereof. 
A franchise, being a governmental grant 
for the use of property, either for a term of 
years or in perpetuity, is obtained fre-
quently without much expense or cost, 
except for legal services. In other in-
stances, lump sum payments of consider-
able or of large size may be necessary in 
order to obtain the grant. It also hap-
pens, as a rule, that when franchises pass 
from the original grantee to some subse-
quent holder there is considerable money 
value involved. Where the expenses in 
connection with obtaining a franchise are 
insignificant, there is little need for con-
cern as to their disposition. On the other 
hand, where considerable amounts are in-
volved and the term of the franchise is less 
than perpetuity, there is an element of 
deferred cost which may not with propriety 
be overlooked. To charge the first cost 
of obtaining a franchise where any con-
siderable amount is involved to one year, 
would be to work an injustice to the stock-
holders of that particular year. To spread 
the cost over the life of the franchise is the 
method usually accepted as being proper, 
since it equalizes the charges among the 
years benefited by the franchise and bears 
a proper relation to the shareholders of the 
various years. 
A franchise for a term of years is a wast-
ing asset, and like physical property should 
be written down or amortized through a 
reserve. A franchise in perpetuity offers 
no basis for such treatment, but may be 
re-valued from time to time as conditions 
warrant. Amortization of term franchises 
should follow the straight line method, 
which results in a charge to operations 
annually of equal amount. The use of 
any method other than the straight line 
is to be deplored for the reason that any 
other method will result in unequal annual 
charges to operations. 
The treatment of franchises sometimes 
becomes a more difficult one where, after 
having been in existence and undergoing 
process of amortization for some time, two 
or more franchises are merged and super-
seded by a more comprehensive one. In a 
case of this kind the question is what to do 
with the unamortized cost of contributing 
franchises, which question is usually set-
tled by merging the unamortized cost of 
old franchises with the cost of obtaining 
the superseding franchise, and spreading 
the whole cost over the period of years 
representing the life of the new franchise. 
It sometimes happens that physical 
property is also closely related to fran-
chises, and it is regarded as entirely proper 
from the point of view of good accounting 
that the depreciated cost of such physical 
property shall be included in the cost of the 
new franchise, and, in like manner, spread 
over the succeeding period of years during 
which the franchise runs. Thus, in a case 
where water rights with a power generating 
station are superseded by a larger project 
which absorbs the rights first named and 
wipes out the site of the first generating 
station, it appears proper that the cost of 
the new franchise should include not only 
the unamortized cost of the original fran-
chise, but the depreciated cost of the phys-
ical property representing the generating 
station, less any salvage resulting from the 
scrapping thereof. 
It would be illuminating if authors in 
treating this important subject would give 
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some consideration to the possibilities sur-
rounding the use of modern franchises, and 
offer some suggestions as to the accounting 
necessary to properly reflect the various 
phases of such activities. It is of as much 
importance to know what should be done 
with franchise costs after they have once 
been placed on the books as to know the 
entries necessary to set them up. 
Ralph T. Hollis 
IT IS with deep sorrow that we announce 
the death on September 10, 1922, of 
Mr. Ralph T. Hollis, a member of the 
firm, and resident partner at the London 
Office. 
Mr. Hollis sailed for this country from 
Southampton on August 17, by the steam-
ship Caronia, in order to attend our annual 
meeting. On the second day out he was 
stricken by an illness which defied the 
analysis of the ship's doctors. On August 
25, we received a radiogram from the 
Caronia reading: "Urgent meet Hollis. 
Necessary arrange hospital." The ship 
was due the next morning and Mr. Sells 
and Mr. Carter were at the pier with an 
ambulance in which they conveyed Mr. 
Hollis to the Roosevelt Hospital. There, 
after numerous consultations, the malady 
was diagnosed as epidemic encephalitis, 
commonly known as sleeping sickness—a 
disease extremely rare in this country. 
In spite of the heroic efforts of doctors 
and nurses, and the best of care and atten-
tion, it was impossible to combat the di-
sease, and Mr. Hollis sank steadily until 
the end on Sunday morning, September 10, 
at about 6.30 A.M. 
A funeral service by an Episcopal min-
ister was held at four o'clock on Tuesday 
afternoon, September 12, at the Campbell 
Funeral Church. The body was sent back 
to London by the steamship President 
Garfield, sailing on Wednesday, the 13th. 
Mr. F. A. Tilton, representing the firm, 
accompanied the body to London, where 
Mr. Hollis is survived by his wife and three 
children. 
Mr. Hollis was born in London, July 7, 
1874. His first accounting experience was 
gained through an apprenticeship, at the 
age of 16, to Mr. F. Barnes of Messrs. 
Barnes, Dunn and Broughton, Chartered 
Accountants, London, England. From 
1897 to 1905 he conducted his own practice 
in London as R. T. Hollis & Company. 
Coming to this country, he joined the 
staff of N. A. Hawkins & Company in 
Detroit, Michigan, a connection maintained 
continuously from 1905 to 1908. In the 
latter year he withdrew to resume practice 
on his own account in Detroit under the 
name of R. T. Hollis & Company. 
This practice prospered and on May 1, 
1915, he admitted to partnership Mr. F. A. 
Tilton and Mr. T. L. W. Porte, the style 
of the firm being changed to Hollis, Tilton 
and Porte. 
On August 1, 1921, the practice of 
Hollis, Tilton and Porte was consolidated 
with that of Haskins & Sells. Messrs. 
Hollis, Tilton, and Porte were admitted to 
membership in the firm, Mr. Hollis later 
returning to London as our resident 
partner. 
Mr. Hollis was a member of the Institute 
of Chartered Accountants in England and 
Wales, and a certified public accountant of 
Michigan. His loss will be deeply felt by 
the many friends and associates whom he 
had drawn about himself during his hon-
orable and successful career. 
National Association Enjoined 
THE Supreme Court of the District of 
Columbia under date of July 27, 1922, 
announced by final decree that the Na-
tional Association of Certified Public Ac-
countants, defendant in an action brought 
by the United States of America, has been 
"perpetually restrained and enjoined from 
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soliciting applications from any persons for 
the issuance to such persons of any cer-
tificates, diplomas, or other instruments of 
writing conferring upon such persons the 
degree or designation of certified public 
accountant, or any other degree or designa-
tion of similar purport." The decree goes 
on to enjoin the Association from holding 
out that it is authorized to issue any cer-
tificate or diploma, and from actually 
issuing any certificate, diploma, or other 
instrument purporting to confer the degree 
or designation of certified public account-
ant, or any degree or designation of similar 
purport. 
We announce the opening, on September 
1, 1922, of an office in Newark, New Jersey, 
in the Firemen's Insurance Building, and 
the appointment, as manager, of Mr. W. 
Melville Coursen, for several years con-
nected with the New York Broad Street 
Office. Mr. Coursen is a certified public 
accountant of the States of New Jersey and 
New York. 
We are sure that it will be of interest to 
all in our organization to learn that Mr. H. 
B. Cook sailed for Europe August 11, 1922, 
with his family, on a year's leave of absence. 
Mr. Cook left New York by the S. S. 
Stavangerfjord, bound for Bergen, Norway. 
He will spend his holiday in travel, making 
his headquarters at Vevey on Lake Geneva, 
Switzerland. He carries with him our 
heartiest good wishes for a happy and 
fruitful year. 
We are pleased to note that Mr. Page 
Lawrence has been elected first vice-
president of the Missouri Society of Certi-
fied Public Accountants for the ensuing 
year. 
Mr. A. F. Wagner, assistant manager of 
the Minneapolis Office, has a very inter-
esting paper in the Journal of Accountancy 
for September entitled "Cost Systems and 
Operating Statistics." 
Mr. W. L. Chaffee, of the Atlanta Office, 
addressed a meeting of the Accounting 
Section of the National Electric Light 
Association, Southeastern Division, in At-
lanta, on September 14, 1922. The sub-
ject of Mr. Chaffee's paper was "The 
Importance of Audits in Public Utility 
Accounting." 
Additions to the Library, August, 1922 
Arnett, Trevor. College and university finance. New 
York, General Education Board, 1922. 212 p. 
Finney, Harry Anson. Consolidated statements for 
holding company and subsidiaries. New York, Prentice-
Hall, Inc., 1922. 229 p. 
Grant, H . D . Practical accounting for general con-
tractors. New York, McGraw-Hill Book Company, Inc., 
1922. 254 p. 
Hayward, Walter S., and White, Percival. Chain 
stores: their management and operation. New York, 
McGraw-Hill Book Company, Inc., 1922. 411 p. 
Koopman, S. Bernard, and Kester, R. B . Funda-
mentals of accounting: principles and practice of book-
keeping, v. 1. New York, The Ronald Press Company, 
1922. 
National Association of Cost Accountants. Choco-
late and cocoa costs, by George Rea. New York, July 15, 
1922. (Official publications, v. 3, No. 20). 
Cost methods in a hosiery mill, by W. F. 
Evers. New York, September 1, 1922. 8 p. (Official pub-
lications, v. 4, No. 1). 
Principles and practice of construction cost 
keeping: Part 1, Introduction and contractor's equip-
ment; by William M . Affelder. New York, August 15, 
1922. 15 p. (Official publications, v. 3, No. 22.) 
Salmon canning costs, by Rodney D. White. 
New York, August 1, 1922. 8 p. (Official publications, 
v. 3, No. 21.) 
National Bureau of Economic Research, Incorporated. 
Income in the United States: its amount and distribution, 
1909-1919. New York, Harcourt, Brace and Company 
(c 1921). 152 p. 
Railway Accounting Officers Association. Railway 
accounting procedure, 1922 edition; edited by E . R. Wood-
son. Washington, Railway Accounting Officers Associa-
tion, 1922. 418 p. 
Simpson, Kemper. Economics for the accountant. 
New York, D. Appleton and Company, 1921. 206 p. 
United States. Department of Agriculture. Methods 
of conducting cost of production and farm organization 
studies, by F. W. Peck. Washington, Government Print-
ing Office, 1921. 47 p. (Bulletin No. 994) 
United States. Bureau of Labor Statistics. Compari-
son of workmen's compensation insurance and administra-
tion, by Carl Hookstadt. Washington, Government 
Printing Office, 1922. 194 p. 
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The Accountant Who Walks Alone 
SELF-RELIANCE is an admirable trait. Resourcefulness and courage have won 
many a battle. Only original thought will 
solve certain problems. But the account-
ant who is so independent that he refuses 
to take counsel; who is so short-sighted 
that he is annoyed by advice; and who, 
most of all, resents criticism, is headed for 
anything but complete success. 
Success, obviously, is a relative term. 
Any attempt to define it, except in a 
flippant manner, meets with a problem 
which is at once perplexing and discourag-
ing. What would fit the condition of one 
individual is far from applicable to the next. 
Some men measure success in dollars; 
others in satisfactory accomplishment. To 
some it means position and social standing, 
or a goodly portion of creature comforts. 
However one might be disposed to 
quibble over definitions it would probably 
be admitted that progress is an element of 
success. He who plods along, year after 
year, without elevation in rank or increase 
in compensation, may rightly be adjudged 
lacking in progress. Such cases, if ana-
lyzed, would probably show as the causes, 
extreme diffidence, apathy toward study 
or improvement of the mind, and false con-
cepts of independence founded on conceit 
and ignorance. 
There are accountants who have attained 
some measure of success when judged by 
comparison with a former state. In the 
light of comparison with other men who 
started out with them on an equal footing 
they are rank failures. In no field as in 
accountancy, perhaps, are there such 
striking contrasts of success and failure 
among men. 
Those in one group have improved every 
opportunity of increasing their fund of 
knowledge. Taking the ten talents en-
trusted to them they have gained ten more. 
Unceasing study, developing the power of 
absorbing and classifying information, and 
learning to apply their knowledge to each 
new problem, have made them increasingly 
valuable. 
The other group contains the men who 
are content to function in a mechanical 
fashion, figuratively speaking, posting the 
blue tickets to the left-hand side of the 
ledger; the red ones to the right. They 
have neglected the precious chance of 
learning and of developing mentally. Pride 
has kept them from accepting suggestions 
as to their work or plan of professional life. 
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Conceit has developed confidence in their 
ability to walk alone. 
It is never too late to begin correcting 
the vicious habit of walking alone. A start 
in the direction of study will open up many 
possibilities before unseen. The seeking 
of advice and counsel from associates will 
reveal new slants on matters too often 
taken for granted. Nothing is so stimu-
lating as constructive criticism properly 
accepted. Walking alone is dull business. 
To be up and doing with the thinkers and 
doers is an important factor contributing 
to success. 
The Tale of the Token 
By A . J . FARBER and P. C . JENNINGS, of the Pittsburgh Office 
ONE of the most recent developments in the operation of modern street 
railway systems has been the introduction 
of the token (metal check) to take the 
place of paper tickets and cash fares. This 
has resulted in a new phase in the auditing 
of the books and records of a street railway 
company. 
All new tokens, whether purchased from 
a manufacturer or made by the company, 
are received by the treasurer and a record 
made of the quantity thereof. Upon 
receipt they are counted and wrapped in 
packages by machines, the number in a 
package depending upon the rate of fare 
in effect, e.g., where the tickets are sold to 
passengers at the rate of three for 25c, they 
are wrapped in packages of thirty each, 
representing a fare value of $2.50 a 
package. The packages are then placed 
in canvas sacks, each sack containing a 
similar quantity of tokens, usually one 
hundred packages, which in the case of the 
rate mentioned would have a value of 
$250.00. The sacks are stored in the 
vaults of the treasury department and the 
tokens are then ready for use. 
All barn ticket offices and other ticket 
offices are furnished with a fixed supply of 
tokens from the stock of the treasurer, the 
amount furnished being governed by the 
needs for a period of two or more days. 
These advances are in the nature of im-
prest funds for which the accounting de-
partment holds receipts. Out of the im-
prest token funds of the barn ticket offices, 
the conductors attached thereto are fur-
nished with a fixed amount of tokens and 
their receipts taken therefor. As the 
conductors dispose of their tokens through 
sales to the public, they replenish their 
supply by purchasing for cash additional 
tokens from any ticket office which in 
turn replenishes its supply through pur-
chases for cash from the treasury depart-
ment. Sales are made by the treasury 
department in sack lots only and by the 
ticket offices in package lots only. 
In order to establish a control of tokens 
on hand a stock account is kept by the 
treasury department which reflects quan-
tity of tokens only and not the value 
thereof. This account is charged with the 
number of tokens received from the manu-
facturer, and with the number received by 
the treasury department through the 
daily fare collections. The account is 
credited with the number of tokens ad-
vanced to the various ticket offices, and 
also with the number sold to the ticket 
offices to replenish their supply. There-
fore, the stock account is a perpetual in-
ventory of the number of tokens on hand 
in the treasury department. 
The accounting department also keeps a 
stock record which shows the location of all 
token funds, the quantities thereof, and the 
value at the rate of fare in effect. The 
stock account kept by the treasury de-
partment should be in agreement with the 
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account in the stock record of the ac-
counting department. 
During the course of an audit it is essen-
tial that the number of tokens in the 
custody of the treasurer be verified by 
count, although the value thereof is not 
reflected on the general books of account of 
the company. The reason for the verifi-
cation is apparent when it is realized that, 
while the tokens in stock do not represent 
an asset of the company, they have a cash 
value to any individual who may possess 
them and they can be very easily dis-
posed of. 
In order to make the count of any large 
amount of tokens with efficiency and dis-
patch, there are required an in-charge 
accountant and at least two assistants as 
well as several of the company's employes. 
A balancing scale is also required. A sack 
of tokens is selected at random from the 
stock and is used as a master weight. The 
number of tokens in this sack (which 
should be a fixed number as stated before) 
is determined by count of the number of 
packages therein and test counts of the 
contents of a sufficient number of the 
packages. This master sack is placed on 
the scale and each counted sack should 
balance with it. As the company's em-
ployes take the sacks from their location 
in the vault, place them on the scales, and 
pack them in another section of the 
vault, one assistant keeps tally of the 
number of sacks and the other assistant 
watches the scales. At intervals during 
the course of this work, sacks are opened 
and tests made of the contents therein, 
the number of such tests being at the dis-
cretion of the in-charge accountant who is 
directing the entire procedure. The total 
number of tokens determined by this count 
in addition to the loose or unwrapped 
tokens (which are counted by hand), should 
be found to be in agreement with the 
number reflected by the stock account. 
The number of tokens in the hands of the 
public is reflected on the general books 
of the company in a "ticket float account" 
which should at all times reflect a credit 
balance and is shown as a deferred credit 
on the company's balance sheet. Each 
time that the treasurer sells tokens to the 
various ticket offices, the ticket float ac-
count is credited with the amount of money 
received from such sale, and at the same 
time the stock account is credited with the 
number of tokens sold. The ticket float 
account is charged and revenue account is 
credited with amounts representing the 
value of all tokens received through the 
daily fare collections and, as stated 
before, the stock account is charged at the 
same time with the number of such tokens. 
At frequent intervals the stock account 
of the treasurer and also the token funds 
located at the ticket offices are audited by 
representatives of the accounting depart-
ment. The audit of a ticket office token 
fund is similar to a verification of an im-
prest cash fund, i.e., the ticket office must 
account for the total tokens advanced by 
producing tokens, conductors' receipts for 
tokens, or cash which has been received 
from sales of tokens. 
Since the tokens or metal tickets are now 
being used by a number of traction com-
panies throughout the country, the daily 
fare receipts of any one company at times 
contain tokens issued by other companies, 
commonly known as "foreign tokens." 
This is due to the fact that many of the 
types of tokens in use are of a similar 
design and size and it is difficult for the 
conductor to detect them as they are 
dropped in the fare boxes. The revenue 
reflected by the collection of these tokens 
is not taken up on the records of the com-
pany until they are redeemed by the issuing 
company. It is customary for the com-
panies to exchange token for token and to 
redeem any excess of tokens over those ex-
changed at the rate of fare of the issuing 
company. 
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The traction companies issuing tokens 
must take every precaution to avoid dupli-
cation or counterfeiting. The dies used 
for manufacturing the tokens are held by 
the traction company when not being used. 
The alloy from which they are made is 
either furnished by the manufacturer of the 
token or purchased by the traction com-
pany and turned over to the manufacturer 
and from this a definite number of tokens 
must be produced which of course is pre-
determined from the weight of the alloy. 
During the manufacture of the tokens 
the traction company has representa-
tives present to supervise or check the 
work. 
The Importance of Audits in Public Utility Accounting 
By W . L . CHAFFEE , Manager, Atlanta Office 
(A Paper Bead Before the Accounting Section of the National Electric Light Association, Southeastern Division, Atlanta, 
Georgia, September 14, 1922.) 
HISTORY of mankind records but one person who was infallible. As far 
back as the chronicles of civilization take 
us there has been account-keeping of one 
kind or another. Almost concurrently 
runs a history of review of these account-
ings in quest presumably of errors. The 
steward of biblical times was haled to ac-
count before his master. In later years 
the hearers or auditors gathered to listen 
to a recital by the account-keeper of his 
financial operations and results. Review 
was the underlying principle. 
Modern organization with its magnitude 
and complexity finds need for auditing 
greater than ever before. The method 
has changed but the principle remains the 
same. Instead of a public hearing the 
accountant of today presents his work for 
review by disinterested parties who make 
a profession of such practice and who re-
port the results of review to those who may 
be interested therein. 
In the early days of modern auditing 
practice, consideration was given princi-
pally to the verification of bookkeeping 
accuracy and satisfaction as to fiduciary 
integrity. The handling and accounting 
for funds was the subject of particular 
attention. Errors of commission and 
omission in entering and transferring 
amounts on the record loomed large in the 
eyes of the auditor as demanding his best 
efforts at discovery. Much ado was made 
of such errors when discovered. To appre-
hend a cashier unfaithful to his trust was 
the height of ambition of many auditors. 
The development and financing of in-
dustry, enlarged and involved financial 
relations and the great problems which 
they raise, have wrought marked changes 
in the auditor's idea of what constitute 
matters of importance requiring attention 
and report. It would be erroneous to 
give the impression that bookkeeping 
matters and fiduciary integrity no longer 
receive consideration during an audit. 
They do in fact but they have been rele-
gated to a comparatively unimportant 
place since more recently accounting as 
a basis for administrative control and 
judgment forming action has come to the 
fore. 
The auditor of today considers his most 
useful function that of giving consideration 
to the big things where large amounts or 
financial responsibility may be involved, 
rather than the matters of insignificance 
which even if entirely wrong in principle 
or treatment would not affect results. 
What profiteth it the client if the auditor 
bring to his attention a ten dollar error 
in an invoice while overlooking entirely 
contingent or actual liabilities which may 
bring about financial ruin? Is the client 
interested in knowing the technical pro-
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cedure which the auditor used in verifying 
the cash while errors in setting up the 
capital accounts in an organization having 
capital stock without par value are al-
lowed to pass without comment because 
the accounting officers have elected to so 
treat the accounts? Does the client en-
joy having pointed out the fact of minor 
errors in footing when there are questions 
involving the amortization of franchises 
which, if properly studied and settled, 
might lead to savings of thousands of dol-
lars in taxes? 
The answers to all these questions are 
obvious. The auditor who is alive to his 
opportunities wastes no time on the non-
essentials. He is aware of his clients' 
needs and desires and he acts accordingly 
in supplying them. He spends his time 
in seeking information through his examin-
ation of the accounts which will enable 
him to offer his client illuminating state-
ments and to interpret such statements 
in a way which will be useful. 
Not only is a comprehensive analysis 
of earnings and expenses by departments 
as well as classes essential to a satisfactory 
audit report, but it should where possible 
be supplemented by data which reflect 
causes as well as results. For example, an 
increase in earnings in a utility like elec-
tricity may be due to one or more of several 
things. First the rates may have been in-
creased. Further, the number of con-
sumers may have increased, or the con-
sumption may have increased owing to 
some general cause like a reversion to the 
hours in effect before daylight saving be-
came operative. Again, the increase may 
be traceable to some special cause like an 
extended celebration accompanied by 
special illumination, or the installation of 
some power-consuming plant which has 
every probability of continuing in service. 
Having in mind that his report may be 
designed for, or fall into the hands of, 
someone interested in the operating phases 
of a company and not familiar therewith, 
the auditor frequently embodies in his re-
port information which bears on the fore-
going. It is helpful in considering earnings 
to know the dates at which changes in 
rates have occurred. The substance of 
the order granting the increase may even 
be submitted. Figures showing the num-
ber and classes of consumers at different 
dates may be included. The circum-
stances surrounding some special increase 
may be described. 
In one case where the report was de-
signed especially for the bondholders' 
trustee under a mortgage the auditors 
said in part: 
"Residential lighting sales show a substan-
tial increase in rates as well as in kilowatt 
hours. During the first half of the year many 
of the divisions, including Merrymain, in-
creased their rates by the addition of an 
emergency surcharge which, in the case of the 
Merrymain General Electric Company, was 
5%; in other cases, 10%. Effective July 1, 
1919, several divisions, including Meany, 
Farley, and Grand Forge, discontinued the 
surcharge and established revised schedules 
which resulted in increases of from 15% to 
25%. The surcharge of 5% added by the 
Merrymain General Electric Company, Janu-
ary 1, 1919, was supplanted October 1, 1919, 
by revision in rates which resulted in in-
creases ranging from $.005 to $.015 per kilo-
watt hour, equivalent to an increase of 15% 
to 25% of the former rates. It is expected 
that, in most instances, the present rates will 
remain in effect at. least until there is a sub-
stantial decrease in operating costs. The 
increase in kilowatt hours applicable to resi-
dential sales may be attributed largely to the 
normal growth and expansion in the com-
munities served. 
"The greater part of the increase in power 
sales amounting to $554,044.23 is attributable 
to an increase in kilowatt hour consumption. 
The company estimates that at least 75% of 
this increase will be retained as permanent 
business. New power contracts were made 
in nearly all the divisions at increased rates." 
Increases in operating expenses may like-
wise furnish opportunity for extensive in-
vestigation and report as to the cause or 
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causes. One case in which the net earn-
ings fell off markedly showed that the coal 
costs had increased substantially, thus 
increasing the operating costs. Investi-
gation disclosed the fact that the company 
had abandoned its former policy of buying 
coal for consumption and was mining its 
own coal. 
Incidentally this recalls what has fre-
quently been discovered by auditors in 
making investigations among companies 
in other industries and fields, namely, that 
individual company power costs might be 
materially decreased if such companies 
would take their power from power com-
panies instead of attempting to make 
their own power. There is perhaps along 
this line a new field of opportunity for 
power companies in working out power 
costs for potential and possible consumers, 
using the results when favorable as a basis 
for soliciting new business. 
Because of the unique position which 
public utilities occupy there is perhaps the 
more reason for audit. The many contro-
versial points involved in their public 
service and the contact with government 
regulation make it almost imperative that 
disinterested and unbiased parties review 
their accounts. Not only is such inde-
pendent scrutiny demanded because of 
their service to the public, but because they 
derive their funds for existence and opera-
tion from the public. And in a competi-
tive market for funds an audit certificate 
is now practically a necessity. 
An audit is valuable to public utilities 
because through the audit report are usually 
brought out the facts of financial condition 
as well as operation. The investing pub-
lic, now more than ever before, is demand-
ing comprehensive, clear, and reliable data 
from which to judge the desirability of 
investment offerings. Strange as it may 
seem, the investor is learning to ask the 
pertinent questions as to the chances of 
safety, return on investment, and prospect 
of the continuation thereof. He is not 
satisfied if the financial statements do not 
tell him these things. He feels better 
satisfied if the statements are the result 
of an audit and are certified by competent 
and well known auditors. 
To meet the needs of investors the 
balance sheet which usually occupies a 
prominent part in an audit report should 
show, preferably in comparative form, at 
least six distinct groups among the assets, 
namely, fixed property, securities held as 
investments, securities held for control, 
intangibles, such as franchises and good-
will, liquid assets, and deferred charges. 
The liabilities require classification into 
at least three groups, e.g., funds borrowed 
for capital purposes, current liabilities, and 
deferred credits, with the owned capital, 
according to classes and preferences, if 
any, and the surplus resulting from opera-
tions appearing as the balancing items. 
Needless to say, surplus arising from re-
valuation, appreciation of property, or 
other causes should be set out by itself, 
as should reserves which constitute bona 
fide segregations of surplus. Bookkeeping 
reserves may be regarded as offsets to cer-
tain asset accounts and deducted from such 
assets or set up broad as suits the fancy. 
Any classification of balance sheet items 
short of the above fails to satisfy the in-
telligent reader who seeks information as 
to financial condition. More detail may 
be appreciated by some. 
The income statement in order to be 
sufficiently illuminating in the case of an 
electric utility should at least show in 
summary form the following: 
The revenue, classified so as to set out 
(1) residential sales, (2) commercial light-
ing and power, (3) municipal lighting and 
power, (4) sales of current to other utilities, 
(5) miscellaneous revenue; operating ex-
penses; income from investments or other 
non-operating sources; fixed charges; 
profits for the period; dividends declared 
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and the balance transferred to surplus. 
Nothing short of this information will be 
acceptable to the investor who wishes to 
analyze and consider the operating phases 
of a company in arriving at his conclu-
sions. 
Public utility organizations can ill afford 
to ignore their relation to and dependence 
on the investing public. The time is 
probably rapidly approaching when still 
greater power generating and distributing 
projects will come into existence. The 
prediction has been made that the future 
of American industry will witness increased 
use of machinery and mechanical appli-
ances, decentralization and geographical 
spreading of industrial enterprises. The 
history of machinery in this country leaves 
little doubt that the prediction with re-
gard to its increased use will come true. 
The decentralization of industry will, if it 
follows, be brought about probably through 
some gigantic scheme for organizing and 
distributing power to the most remote 
parts of the country. In such a develop-
ment the utilities will need vast blocks of 
funds which the public alone can furnish. 
The record of the utilities in employing 
funds in the past will be a vital factor in 
obtaining such funds in the future. The 
information derived from the accounts 
through audit and the fidelity of the com-
panies in the handling of investment funds 
as verified and approved by independent 
auditors should go far in contributing to the 
success of the utilities in this movement. 
THE annual meeting of firm members and managers was held at the Execu-
tive Offices, September 22 and 23. It has 
left behind a sense of closer union in the 
common cause for which all are striving, 
namely, the rendering of a professional 
service on a high plane. 
All firm members were present except 
Messrs. Cook, Fuller and Tilton, who are in 
Europe. All managers were in attendance 
except Messrs. Vincent, Leffler, and Leo, 
who were prevented from being present by 
pressure of engagements, and Messrs. 
Lovibond and Holding, of the Paris and 
London offices, respectively. Mr. De-
Vault, from Shanghai, and Mr. Tompkins, 
from Havana, both of whom are in this 
country on vacation, represented the 
foreign offices. 
After a few words of welcome and general 
information by Mr. Sells, on Friday morn-
ing, September 22, Mr. Ludlam took charge 
of the meeting, which proceeded to a dis-
cussion of various matters pertaining to 
organization, professional relations, and 
technique. 
All the usual festivities were omitted, 
owing to the death of Mr. Ralph T. Hollis. 
The only social function was a family 
dinner at the Hotel Biltmore, Friday 
evening. A number of the wives of mem-
bers and managers were present at this 
affair. 
On Saturday afternoon the meeting was 
addressed in a most interesting manner by 
Mr. Harvey E. Whitney, of the Bankers 
Trust Company. Mr. Whitney is chair-
man of a committee of The Robert Morris 
Associates, a national association of bank 
credit men, the purpose of which committee 
is to co-operate with a similar committee 
of the American Institute of Accountants 
in improving and standardizing financial 
statements used for credit purposes. 
Mr. Alexander Wall, secretary-treasurer 
of The Robert Morris Associates, gave an 
interesting exposition of his ratio scheme 
for judging credit risks, and, like Mr. 
Whitney, stated frankly some of the ways 
in which the accountants may improve 
their reports and better co-operate with 
the bank credit men. 
The Annual Meeting 
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After the completion of the bank credit 
program the meeting continued through-
out Saturday evening, the time being taken 
up chiefly in a discussion of a report pre-
sented by a committee of which Mr. Dunn 
was chairman, and which report dealt 
with a revision of expense allowances. 
The report was amended so as to permit 
of some wider latitude than that recom-
mended by the committee, in an attempt 
to provide a schedule which will prove 
fair, both to clients and to accountants 
who are obliged in the course of service to 
incur certain expenses. The meeting ad-
journed at eleven-forty-five, daylight sav-
ing time. 
Monday following about twenty-five 
of those present played golf at the Garden 
City Country Club through the courtesy 
of Mr. Ludlam. Low gross prize was 
won by Mr. Morris; low net by Mr. Lud-
lam; "duffer's" prize by Mr. Foye. 
Tuesday saw various individuals start-
ing on the journey back to their respective 
posts, with all enthusiastic over the benefit 
derived from getting together and talking 
over problems and matters of mutual 
interest. 
We are pleased to announce the appoint-
ment of Mr. W. L. Chaffee as manager 
of the Atlanta office and of Mr. A. B. 
Turner as assistant manager of the New 
York 39th Street office, effective October 
1, 1922. 
Book Review 
Finney, H. A. Consolidated Statements 
for Holding Company and Subsidiaries. 
(New York, Prentice-Hall, Inc., 1922. 
229 p.). 
There is so much of intricacy involved 
in consolidated statements that one must 
needs observe care in passing judgment on 
a book of this kind without having ex-
amined it most critically. One thing is cer-
tain, namely, the book fills a long felt want. 
On general examination, it appears to 
cover the subject well, and in an interesting 
manner. It is so filled with figures that 
only through a careful study of the con-
tents with the significance indicated by 
the figures may the full value of the work 
be obtained. The chapter on unrealized 
inter-company profits stands out as one of 
the best chapters in the book, the discus-
sion of this complicated subject being un-
usually clear. While it is probably irrele-
vant to mention it, the fact remains that 
one continues to wish for some suggestion 
as to an easy method of determining the 
amount of inter-company profit involved 
in any given situation. The author, like 
all others, assumes an amount of profit 
for purposes of illustration. The account-
ant, in practice, has to scratch his head 
many times in order to determine the 
amount of profit involved. 
A valuable point brought out in the book 
has to do with holdings of no par value 
stock. On this subject the author says: 
"The method of making eliminations is 
not affected by the fact that the subsid-
iary's stock has no par value. The 
book value of the holding company's 
ownings is determined by ascertaining the 
per cent. of subsidiary stock owned, and 
by eliminating this percentage of the sub-
sidiary's stock and surplus accounts." 
In addition to matters usually discussed 
in a treatment of this subject there are the 
following miscellaneous topics: book value 
at acquisition in excess of cost; minority 
interest in a subsidiary with a deficit; 
stock acquired by subscription from sub-
sidiary; subscription rights; holdings of 
both in a preferred stock; stock dividends; 
arbitrary entries in investment account. 
In order to make the book adaptable 
for instruction purposes, there are review 
exercises and problems. 
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The Public Demand 
PROSPECTIVE purchasers of securi-ties have a right to ask certain 
pointed questions. What about safety 
of principal, rate of return on investment, 
continuity of return, saleability? Have 
the accounts of the company, whose se-
curities are being offered, been audited 
by a reliable firm of accountants? What 
do the financial statements show? 
Seldom are all the questions answered 
in the information issued to the public. 
Newspaper advertisements offering securi-
ties vary greatly in form and content. 
Such information as appears usually is 
summarized from letters of officers who 
many not be said to be disinterested. An 
examination of several hundred newspaper 
announcements which have appeared 
within the past six months shows that 
only one-fourth of such announcements 
referred to accountants as having audited 
the accounts. In some cases where ac-
countants were employed their names were 
not mentioned; nor was reference made 
to the fact of the employment. In not 
one case was an offer made to furnish a 
balance sheet or income statement. 
The investing public is but an aggre-
gate of individuals. Funds for invest-
ment originate with the individual. The 
demand of the public is but the demand 
of a certain number of individuals. Where 
is the individual investor who is not con-
cerned with the questions propounded? 
There is a big demand for securities, 
but they must be securities properly ac-
credited; not merely issues in which some 
distributing agency is particularly inter-
ested. The public is demanding a clean-
cut showing on the questions raised. 
Thus, the financial statements and certif-
icate of the unbiased public accountant 
prove a strong force to the worthy entre-
preneur seeking funds, and his agent who 
markets the securities, in satisfying the 
demands for information on the part of 
the wise investor. 
It is not sufficient that offerings are 
based on investigation or audit. Such 
procedure is but an incident in establishing 
the issue in the estimation of the investor. 
Regular and systematic examination of a 
company's financial affairs is essential to 
continued peace and satisfaction of in-
vestors. Making every allowance for petty 
mistakes which only minute and wasteful 
checking will discover, swiftly transpiring 
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events which cannot be forecast, outside 
forces, economic or otherwise, over which 
there is no control, a regular audit is at 
all times a most effective means of dis-
covering in time the big things which, if 
allowed to develop, undermine financial 
condition, and of bringing to light the 
mistakes of policy and management. On 
these matters largely depend safety of 
principal, adequate and continuous return 
and saleability. 
The public demand in connection with 
securities is for information of a financial 
nature. Have the accounts of the com-
pany putting out the issue been audited? 
If so, by whom, and what do the financial 
statements show? Why should the in-
vesting public be denied the whole story? 
In This Case 
THE question of what to do with the surplus of a corporation which, hav-
ing common stock without par value, de-
clares a stock dividend, is not as simple 
in the abstract as it might appear. One 
who attempts to answer a question of this 
kind without all the facts of a concrete 
case and a knowledge of the state laws 
applicable thereto - is indeed treading on 
dangerous ground. There are, however, 
certain generalizations which may be made, 
if the discussion is properly prefaced with 
the foregoing qualifications. 
When a corporation having common 
stock with par value declares a stock divi-
dend, the amount which passes from sur-
plus to capital stock is automatically fixed. 
But where the stock has no par value the 
question immediately arises as to the 
amount which is to pass from the surplus 
to the capital account. This question 
may at the moment be entirely theoretical, 
but with the trend in the direction of non-
par value capitalization and the present 
tendency of declaring stock dividends 
there is little doubt it will soon be one with 
which to reckon. 
Were the directors in declaring the 
dividend to fix the amount, or specify the 
amount per share, there would be no diffi-
culty. But directors have been known to 
overlook small matters of this character 
with the result that the omissions have 
gone on unnoticed until someone has 
attempted to frame the entries for the 
books. 
There are certain underlying questions 
of interest, one of which is what would be 
accomplished by the declaration of a stock 
dividend in the case of a corporation hav-
ing stock without par value. If a certif-
icate of stock without par value repre-
sents a share in the excess of assets over 
liabilities of a corporation, does it mean 
anything to give him two certificates, 
each stating that his share interest in the 
net assets is that proportion which his 
two certificates bear to the total number of 
certificates outstanding? 
At first glance, the proposal to declare 
non-par value stock dividends smacks of 
absurdity, but the suggestion probably 
has some basis of reason. As in the case 
of stock with par value, the stock dividend 
denotes a reapportionment of share capital 
without withdrawing any funds from the 
business. It operates as a dilution of the 
net asset value per share in the same 
manner as with stock having a par value. 
It may or may not result in a reduction of 
future cash dividends per share. But if 
unaccompanied by a transfer of surplus 
to capital there would remain a somewhat 
excessive amount of earned surplus avail-
able for distribution as cash dividends. 
Apparently, there would be no detriment 
suffered by creditors in this event, nor 
would there be any detriment to share-
Bulletin HASKINS & SELLS 83 
holders, except as the composition of the 
shareholding group might change. This, 
however, is a possibility common to all 
individual investment ventures, regardless 
of the kind or class of stock. 
It appears, therefore, that the only 
purpose served by transferring to capital 
from surplus some amount representing 
the stock dividend is to restrict the use 
of the surplus for cash dividend purposes, 
and show a larger amount of fixed capital 
remaining in the business, on which cred-
itors may rely in their dealings with the 
corporation. 
As to the amount to be transferred, the 
directors may settle the question by fixing 
an amount per share. If this is not done 
the question is probably an open one de-
pending on the laws of the state in which 
the corporation is organized as they affect 
the operations of a corporation having 
stock without par value. 
If the non-par value shares have a stated 
value, as they may have in New York, 
the laws of which through alternative 
provision permit any amount not less than 
five dollars, it would appear logical that 
the amount to be transferred should be 
made up of the number of shares involved 
in the stock dividend times the stated 
value per share. If there is no stated 
value per share, an amount per share as 
a basis may be found by dividing the 
shares outstanding prior to the declara-
tion of the stock dividend into the amount 
shown in the capital account and multi-
plying by the number of shares in the 
stock dividend. In cases where the stated 
capital, with which the corporation under 
its charter agrees to carry on business, 
differs from the actual capital shown by 
the capital account, it is conceivable, al-
though somewhat illogical, that the stated 
capital might be used as a basis for de-
termining the amount per share to be 
transferred. 
The suggestion has even been made 
that a stock dividend, in the case of a 
non-par value corporation, would dictate 
that the entire amount of surplus should 
be transferred to capital. The logic of 
this suggestion, however, is somewhat 
obscure. 
For those who like complicated prob-
lems, it is only necessary to bring in pre-
ferred capital stock without par value to 
satisfy the most exacting. 
The future, no doubt, holds many prac-
tical difficulties relating to stock without 
par value, and the place of stock dividends 
in the general controversy should offer 
something to be watched with interest. 
We announce with pleasure that Messrs. 
F. F. Hahn and C. C. Croggon, formerly 
managers of the Los Angeles and Baltimore 
offices, respectively, have, on November 1, 
1922, been admitted to membership in the 
firm. 
Mr. R. C. Reik, formerly associate 
manager of the Baltimore office, has been 
appointed manager of that office, effective 
November 1, 1922. 
Mr. J. E. Krueger, of the San Francisco 
office, is conducting a course in elementary 
accounting offered by the University of 
California. Mr. Krueger, who is a graduate 
of the university, and a C. P. A. of the 
State of California, has been a lecturer and 
instructor at the university for the past 
two years. 
It is with pleasure that we note the ad-
mission, as members of the American Insti-
tute of Accountants, of Mr. R. C. Reik, 
Manager of the Baltimore Office, and Mr. 
H. C. Izard, of the St. Louis Office; and 
the election, as associates of the Institute, 
of Mr. A. W. Hauge, of the Minneapolis 
Office, and Mr. H. L. Patch, formerly of 
the Cincinnati staff, but recently trans-
ferred to the Cleveland Office. 
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Publicity for Accountancy 
AN outgrowth of the long-continued and sometimes warm debate on the 
question of whether or not accountants as 
individuals and firms should advertise, 
looms large now in the form of a campaign, 
planned by the American Institute of Ac-
countants, with the idea of educating the 
public as to the service which public ac-
countants are prepared to render. For 
several years past, accountancy practi-
tioners have divided into two camps on the 
advertising issue. The conservatives have 
contended that accountancy being a pro-
fession, the members thereof may not with 
propriety urge their services on the public. 
They have held it to be of the essence of 
professional practice that its members are 
sought rather than accepted as a matter of 
solicitation. The progressives have main-
tained that it is impossible for the new-
comers to the profession and the younger 
members thereof to acquire a practice 
without bringing themselves to the atten-
tion of potential clients. Many of the 
progressives have granted the transgres-
sion of such procedure against the ethics, 
but have been moved by the practical as-
pect of the situation to brush aside such 
views. 
The American Institute of Accountants 
went on record, after several stormy 
sessions, as being opposed to advertising, 
and finally promulgated rules which prac-
tically proscribed any individual adver-
tising. 
It is generally conceded by members of 
the accountancy profession that the public 
is not fully acquainted with the kind and 
character of service which public account-
ants are prepared to render, and that busi-
ness organizations generally do not avail 
themselves of such services. Statistics in-
dicate that not more then twenty per cent. 
of the industrial organizations in this 
country retain public accountants. Strange 
as it may seem, there are still persons who 
ask, "What is a public accountant?" 
Even some of those who appear to be best 
educated on the subject conceive the public 
accountant to be a checker of figures, or a 
mechanical auditor. 
There are few whose knowledge em-
braces the wide range of service which the 
public accountant is qualified to render. 
They do not realize that, in addition to 
being a reviewer of accounts, his function is 
to serve as business adviser, to interpret 
as well as compile figures, to prepare tax 
returns and handle reassessment cases, to 
plan and install systems of accounting and 
of cost finding, to make examinations and 
surveys of all classes of enterprises and to 
investigate special phases of business ac-
tivity, to render opinions on accounting 
matters and give testimony in legal pro-
ceedings. 
With the idea of bringing these matters 
to the attention of the public and promot-
ing a wider utilization of the service of 
public accountants, the American Institute 
resolved as follows: 
"After prolonged discussion of the report, 
it was moved that the report of the committee 
be received as a report of progress; that it is 
the sense of the Executive Committee that 
the campaign of publicity be entered upon, 
consisting of paid advertising, the use of 
speakers at conventions and other meetings, 
editorial publicity, and such other forms of 
publicity as the Executive Committee may 
direct." 
The thought back of the whole plan is 
that accountancy needs advertising, and 
not the members of the profession as indi-
viduals and firms. There is little doubt 
that if the business houses in this country 
which may utilize to advantage the serv-
ices of public accountants are acquainted 
with the broad range of service which 
accountants are qualified to render, the 
individual members will have nothing 
Bulletin HASKINS & SELLS 85 
about which to complain. Under such cir-
cumstances, the demand for the services of 
public accountants would probably be so 
great that even with the large number of 
practitioners which the profession has at 
present, there would be a marked shortage 
in the supply thereof. 
Business needs more of the public ac-
countant, but it needs also to revise or 
better distribute the fiscal or accounting 
periods, so that the regular work of public 
accountants may be spread throughout the 
year rather than massed during the months 
of January, February, and March. Much 
relief in this respect would be afforded if 
business concerns would so arrange their 
fiscal years as to close at a time when stocks 
of merchandise and supplies are lowest, and 
the liabilities to banks and other creditors 
smallest. Acceptance of what has been 
termed the natural business year for fiscal 
closing would do much to lighten the bur-
den of the public accountant during the 
peak season, and improve the quality of 
service to clients. Some clients have 
already adopted the suggestion. 
Why the Melon-cutting? 
W H E N a unique event affecting some 
one business organization occurs, it 
is customary to attribute the event to some 
internal cause more or less associated with 
the organization in question. But when 
one corporation follows another in action 
of the same character, it is only natural to 
seek the reason in some outside source. 
The recent series of stock dividends on 
the part of companies in the oil group is 
not a coincidence. There is undoubtedly 
some motive for the action. And the 
motive seems to be found largely in the fear 
of prospective legislation affecting taxation. 
When the Supreme Court of the United 
States decided that stock dividends are not 
taxable as income, it practically check-
mated the government in its battle with 
tax-payers. The decision was a great 
victory for the latter, not only moral but 
financial. Citizens today, who are for-
tunate enough to be recipients of stock 
dividends, pay a tax only on the profit 
attaching to such of the shares as they sell. 
Corporations at present probably have 
nothing to fear from a large surplus. The 
fear lies in future legislation which may 
make some attempt to tax undistributed 
profits in excess of the needs of the business. 
But what constitutes the needs of the busi-
ness will doubtless be a bigger problem to 
solve than some of those already encoun-
tered in connection with invested capital. 
As to the stock dividend decision, the 
government is concerned, not with the 
effect on the corporation, since the cor-
poration pays the tax on profits earned 
and accumulated, but with the effect on 
the taxation of the individual where the 
corporation piles up surplus and then dis-
tributes it as stock dividends. As accumu-
lated surplus distributed through the 
medium of a stock dividend, profits pro-
duce no revenue to the government from 
the individuals who receive them because, 
in effect, while there is a rearrangement of 
share ownership, the profits remain in the 
business as additional share capital. That 
taxation in the hands of recipient stock-
holders would be double taxation, and 
obviously unfair, seems to have the support 
of the Supreme Court. 
There is much agitation over the recent 
action of the oil companies, because of the 
appearance of evasion which the action 
has. Declaring stock dividends and issuing 
shares representing such dividends results 
in putting into the hands of a shareholder 
something of value which he did not have 
before, for which he gave nothing, which 
is an earning on his investment, and which 
he may sell for cash. This, it is claimed, 
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is but another way of distributing profits. 
And the argument has some force, except 
that it would be rather hazardous to the 
price of the stock were all shareholders to 
sell the shares received as a stock dividend. 
On profits distributed one way the govern-
ment collects a tax; distributed the other 
way the government gets nothing unless 
some of the shares involved are sold. 
With the grief generated by this last 
thought in mind certain persons, whether 
for reasons political or otherwise, have 
sought to invoke section 220 of the Revenue 
Act of 1921 as a means of penalizing the 
companies recently so affluent as to declare 
large stock dividends. The section in 
question is aimed particularly at holding 
companies formed or availed of for the 
purpose of preventing the imposition of a 
surtax through the accumulation of profits 
instead of a division or distribution thereof, 
and provides as a penalty an additional 
tax of 25 per cent. Other parts of the 
section leave such grave doubts about the 
administration of the law as to bring its 
practicability into question. For example: 
"The fact that any corporation is a mere 
holding company, or that the gains and 
profits are permitted to accumulate beyond 
the reasonable needs of the business, shall 
be prima facie evidence of a purpose to 
escape the surtax; but the fact that gains 
and profits are in any case permitted to 
accumulate and become surplus shall not 
be construed as evidence of a purpose to 
escape the tax in such case, unless the 
Commissioner certifies that in his opinion 
such accumulation is unreasonable for the 
purposes of the business." 
What Congress will in the future do 
with the tax law is perhaps an open ques-
tion. That some legislator, or faction of 
influence, will urge strongly some measure 
taxing undistributed profits is almost a 
foregone conclusion. Some corporations 
are taking no chances. 
Judgment Guiding Financial Statements 
(Continued) 
IN the movement towards statistical 
data as a basis for judgment, the possi-
bilities of the economic or measurement 
accounts have been very little explored. 
At least there is little evidence to this 
effect. The reason for this in the credit 
field is a very practical one, namely, that 
customers infrequently submit detailed 
operating statements which show their 
business progress. One reason given by 
bank credit men for using the ratio of 
sales to merchandise is that they find diffi-
culty in obtaining operating data beyond 
the sales. But because of the profit ele-
ment involved in sales this ratio is not as 
informative as it might be. 
Obviously, more accurate and basicly 
sound information would come from a 
comparison of merchandise inventories 
with cost of the goods sold, or what is 
commonly known as turnover. But the 
fact remains that in the present state of 
enlightenment, in so far as the typical 
borrower is concerned it is not practicable 
to attempt research work depending on 
this data. Much discussion, and, in fact, 
controversy have centered around the ques-
tion of how, properly, turnover should be 
computed. So granting it were possible 
to obtain the figures it would still be neces-
sary to decide on the method before pro-
ceeding. 
The formula generally accepted pre-
scribes that the initial inventory applicable 
to any period shall be divided into the 
figure which results from adding the pur-
chases during the period to the initial 
inventory and subtracting the inventory 
Bulletin HASKINS & SELLS 87 
at the end of the period. Thus, an initial 
inventory of $5,000 with purchases of 
$20,000 and an inventory at the end of 
$10,000 would show the cost of goods 
sold to be $15,000 and a turnover of 
three times. This method, stripped of all 
complications, gives a result which is clear 
and conclusive, whereas, dividing the 
merchandise into the sales, assuming that 
they amounted to $35,000, would show 
a turnover of seven times. 
Like so many matters of statistics, it 
would perhaps make little difference which 
method is used, so long as either one or the 
other is followed consistently. However, 
the first method is fundamentally sound 
and logical without requiring anything for 
comparison, whereas the second is of value 
only when compared with the figure of 
some other period or with some standard 
figure. The turnover based on cost takes 
no account of the profit. It contemplates 
that the increment may be, figuratively 
speaking, pried loose and taken out, and 
therefore should not be involved in the 
computation at the risk of obscuring the 
true situation. The turnover based on 
sales is theoretically unsound, because of a 
compounding of the profit which gives in a 
single computation an inflated result. 
The true significance of sales is better 
shown in a comparison of the sales with 
the receivables. The proper significance 
of merchandise activity is better brought 
out through the relation of merchandise 
stock at cost to the merchandise sold at 
cost. 
"But," says he who is wont to pick flaws 
in the most logical reasoning, "suppose 
there is no initial inventory?" Obviously, 
here is a situation to which the formula is 
not applicable. A concern having no 
stock with which to begin is not compre-
hended in the turnover class. The turn-
over computation is not applicable unless 
it is assumed that purchases during the 
first period of operation constitute the 
accumulation of stock. In that event 
the stock may not even, under the most 
favorable circumstances, be turned more 
than once. Under the formula described 
any merchandise remaining unsold at the 
end of the period becomes the initial in-
ventory of the next period. Such pro-
cedure, it must be admitted, will at times 
produce some weird results. All of which 
leads to the conclusion that what must be 
used for turnover purposes on a cost basis 
is a fair average of stock carried. Using 
such figure and dividing it into the cost 
of goods sold during a given period pro-
duces turnover figures which are far more 
satisfactory and dependable than those 
resulting from any other method. 
The significance of turnover figures is 
found principally in relation to progress 
or lack thereof. The figures constitute 
a measurement index. They indicate 
whether goods are being moved with satis-
factory speed, or whether undue retarda-
tion is creeping in. 
The merchant of two decades ago 
bought his goods in large quantities. He 
stocked up in anticipation of his needs for 
a considerable time in the future and got 
it over with, so to say. Quantity dis-
counts loomed large in his survey of busi-
ness efficiency. He was content to ob-
tain a given return on his investment. 
The modern merchant knows that if 
goods turned once will yield 4 per cent., 
goods turned twice will yield 8 per cent. 
Small profits with quick turnover is the 
thing to be desired. "Penny a pound 
profit," the slogan of a well-known candy 
concern, would be absurd if it were not 
possible to sell the product in enormous 
quantities and with a rapid turnover of 
capital. 
Thus, an increasing turnover is a sign 
of business health. It is an indication of 
good management. Some of the best-
laid plans for business organization have 
been frustrated by poor management. 
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Some of the staunchest business houses 
have been wrecked thereby. Turnover, 
therefore, is a valuable instrument for 
measuring or estimating the value of effi-
cient management. 
(To be continued) 
Making It Easier 
WHAT in the past has been one of the perplexing problems which pub-
lic accountants have had to meet in Loui-
siana has been solved by the new consti-
tution of that State, which became effec-
tive January 1, 1922. Under the previous 
law, business concerns were taxed on 
values at December 31 of each year, based 
on stock in trade plus accounts receivable 
minus accounts and notes payable. Cash 
was exempt. It was therefore desirable, 
from a point of view of state taxes, to 
have as little value as possible in accounts 
receivable and a maximum of cash. In 
order to accomplish this, business con-
cerns frequently resorted to the practice, 
during the last days of December, either 
of borrowing from banks, in order to in-
crease cash and notes payable, thereby 
creating an offset to stock in trade and 
accounts receivable, or selling outright 
their accounts receivable. With the com-
ing of the new year such notes payable 
were liquidated, or such accounts receiv-
able were purchased from the parties to 
whom they had been sold, thus restoring 
the original position of the concern with 
respect to the cash and accounts receivable. 
This situation has always been a thorn 
in the side of public accountants. It is 
obviously almost incredible that account-
ants examining the records for the early 
part of the month following the period 
under examination should fail to observe 
the reversing entries. There was no dis-
puting the purpose of the transactions 
prior to the close of the year. On the 
other hand, the transactions were in every 
way legal, and they resulted in a financial 
status at the end of the year which might 
not be denied. 
The problem confronting the accountant 
was whether to accept what at December 
31 was a fact, although subsequent in-
formation gave it the color of fiction, or 
to be governed by the intent and ignore, 
as it were, the false motions of post-Christ-
mas manoeuvres. It was, therefore, a 
source of considerable joy to public ac-
countants that the situation was corrected 
by the new constitution, Section 4 of 
Article 10 thereof reading thus: 
"The following property, and no other, 
shall be exempt from taxation: All public 
property, places of religious worship; * * * 
places of burial; * * * cash on hand or on 
deposit; * * * debts due for merchandise or 
other articles of commerce, or for serv-
ices; * * * " 
By including accounts receivable among 
the items now exempt from taxation, the 
incentive for manipulation has been re-
moved. Whatever the effect upon state 
tax receipts may be, the new law should 
in this respect be very acceptable to pub-
lic accountants. 
Colonel Arthur H. Carter has recently 
obtained the C. P. A. certificate of the 
States of New York and Missouri, respec-
tively. 
Mr. W. L. Chaffee, manager of the 
Atlanta office, was elected a member of 
the City Air Board of Atlanta, subject to 
appointment by the Mayor, and duly 
appointed to the Board on October 10, 
1922. 
Mr. Page Lawrence served as toast-
master at the banquet incident to the 
regional meeting of the American Institute 
of Accountants at St. Louis, November 10, 
1922. 
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PSYCHOLOGY has to do with the op-
eration of the mind. The mind directs 
human conduct, whether consciously, sub-
consciously, or unconsciously. Hence, it is 
the mind which causes a person to do or 
refrain from doing a certain thing. 
There has been much reference during 
the past few years to psychology. Men of 
glib tongue explain, on the slightest provo-
cation and in a most profound way, how 
this, that, or the other thing is a matter 
of psychology. The golfer is fond of 
falling back on it when excuse is needed to 
account for his failure to properly execute 
a certain shot. He explains that there was 
nothing about the shot which was difficult 
from a physical point of view, but that his 
mind played a trick on him and kept him 
from translating good intent into satisfac-
tory performance. 
Business has taken psychology into the 
fold, and played it up strong as an element 
of scientific operation. The theory of its 
use is founded on the idea that if it is pos-
sible to determine how the human mind 
will react to certain stimuli, it will be 
possible to determine what action is 
likely to follow. Thus, advantageously 
armed with knowledge of what Smith 
will do, Brown plans his course of action 
accordingly. 
The theory is interesting, but it is predi-
cated on the assumption that the mind will 
work in a cold and scientific manner. It 
takes no account of emotions. What 
Smith would do if his mind were free of 
emotions and acting only on the business 
problem is one thing. What he will do 
when his mind is seething with anger, born 
of a blow to his pride, of humiliation, or 
with resentment of any kind is a variable 
with which psychological practice must 
reckon. It is difficult to predict what a 
man will do when he is "seeing red"; when 
his mind is so engaged with that process 
that he loses sight of the point at issue. 
Practical psychology is perhaps less 
scientific, but it is more human. The 
practical psychologist respects the feelings 
of the individuals with whom he deals. He 
studiously avoids giving pain; on the con-
trary, he seeks to give pleasure. 
The essence of practical psychology is 
found in the Golden Rule; in the words of 
Charles Reade, "Put Yourself in His 
Place"; in the spirit of the present holiday 
season, "Peace on Earth, Goodwill to 
Men." 
Practical Psychology 
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Consideration of the Sinking Fund Method as a Basis for 
Amortizing Franchises 
By JOHN RAYMOND WILDMAN. 
(A Paper Read before a Regional Meeting of the American Institute of Accountants, 
at Cincinnati, Ohio, November 11, 1922.) 
ACCOUNTANTS have been accused by laymen, on more than one occa-
sion, of making things which are simple 
and clear appear complex and mysterious. 
Whether the sinking fund method as a 
basis for amortizing franchises may not be 
so stigmatized, is one of the questions to 
which, in this paper, I desire to give con-
sideration. Some of the other matters 
have to do with the comparative applica-
tion to a practical case of this and the 
straight line method. 
Definitions, always difficult to frame and 
sometimes equally difficult to understand, 
are a necessary antecedent to any technical 
discussion. I shall therefore take the 
liberty, in order to avoid any misunder-
standing, of stating my conception of cer-
tain terms. 
A sinking fund is an asset, withdrawn 
and set apart from general funds, which, 
through periodical deposits with interest 
accretions, will accumulate at a future 
given date to a sum sufficient to liquidate 
a certain liability. 
Amortization, as it relates to a fran-
chise, is that process whereby the value 
of the franchise is periodically and gradu-
ally reduced. 
A franchise is a governmental grant, 
giving the exclusive right to make use of 
natural resources, or of public property, 
either for a term or in perpetuity. 
It appears that we are not concerned in 
this discussion with the manner in which 
the franchise value is derived, but rather 
with subsequent treatment of the value 
after is has once been fixed. It appears, 
further, that complications will be avoided 
and the issue made clearer if franchises 
granted in perpetuity are eliminated. We 
then have before us only such franchises 
as are granted to run for a term of years 
and may not be renewed. 
It will be conceded, presumably, that 
term franchises without renewal features 
will, at their expiration, have no value as 
assets, and that proper accounting re-
quires that the value of any such franchise 
shall be absorbed through charges to 
operations extending over the period which 
the franchise has to run. There is every 
logical reason for making the charges to 
operations uniform, and no logical reason, 
apparently, for varying the charges. And 
this statement is based on the theory that 
the asset is subject to gradual reduction 
incident to lapse of time. Equity to 
stockholders seems to demand that this 
should be so. 
The argument has sometimes been ad-
vanced that earnings are dependent on the 
franchise; that as the franchise approaches 
the end of its life the earnings decline in 
amount. This is a possibility but is by no 
means assured; while the expiration of the 
franchise value is a certainty. 
The question of replacing capital in-
vested in the franchise is one separate and 
distinct from that at issue in this discus-
sion, and should not be confused there-
with. If it is desired to provide for the 
replacement of the franchise so that, at 
its expiration, the capital of stockholders 
will have been kept intact, the creation of 
a sinking fund is obviously necessary. The 
distinction between a sinking fund for the 
replacement of capital and the sinking 
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fund method of arriving at figures which 
will measure the amount of amortization 
applicable to the franchise from time to 
time should be kept constantly in mind. 
It is characteristic of a sinking fund that 
the deposits are equal in amount but 
somewhat less than would be a pro rata 
based on the number of periods, because 
of the interest which is compounded. 
One thousand dollars pro-rated over a 
three-period term would call for a deposit 
of $333.33. A deposit of $320.34 made at 
the end of each period for three periods 
would, with interest at 4% on the amounts 
deposited and the interest accretions there-
on, produce $1,000 at the end of the 
term. Analyzed with respect to principal 
and interest, it is obvious that $961.02 rep-
resents the sum of the deposits while 
$38.98 is the interest. 
In the bookkeeping which records the 
accumulation of any sinking fund, the 
amount involved in the entry which 
covers the transfer of cash from general 
funds to the sinking fund never varies, once 
the amount has been scientifically deter-
mined. If a reserve for sinking fund were 
to be created, the amount charged against 
operations and credited to reserve would 
correspond to the amount of sinking fund 
deposit, and likewise would not vary. But 
the reserve would not keep pace with the 
fund, on account of interest accretions, 
unless an entry were to be made charging 
the sinking fund account and crediting 
the reserve. The crux of the situation is, 
however, found in the fact that this entry 
has a foundation different from either of 
those previously made in the sinking fund 
and the sinking fund reserve accounts. It 
is based on an earning arising from re-
stricted assets, instead of being appropri-
ated from those earnings which come from 
the assets regularly employed in the enter-
prise. The earning flows to the reserve 
and relieves the operations of charges to 
the extent of the amount of the earning. 
The sinking fund method of determin-
ing the amount which periodically must be 
credited to a reserve for the complete 
amortization of a franchise at the end of a 
given term differs from the foregoing in 
the amount to be charged to operations 
and credited to the reserve. This is due 
to the fact that the method does not pro-
vide the interest. There are no actual 
funds involved from which interest may be 
derived. The amounts used are merely 
such as would appear were the sinking 
fund a fact and invested at an interest 
rate which has been arbitrarily assumed. 
A sinking fund reserve set up to amount, 
at the end of a three-period term, to 
$1,000 would require a periodical charge 
to operations of $320.34. An amortiza-
tion reserve with the same objective, set up 
on a sinking fund basis, would require as 
charges to operations a series with the 
amounts increasing as follows: $320.24, 
$333.16, $346.50. Thus, it will be seen that 
a curve describing the charges incident to 
building up such an amortization reserve 
turns more sharply upward as the interest 
in any amount becomes greater than the 
interest in the preceding amount. For 
example, the interest on $320.24 at 4% for 
one period is $12.92, but for two periods 
compounded is $13.34. The increase in 
interest, becoming all the time greater, 
results, where the sinking fund method is 
used, in charges which increase, not gradu-
ally but in a manner disproportionate to the 
lapse of time. The effect of this method 
is to make charges which are low during 
the early years in the life of a franchise and 
high during the latter years thereof. 
Were the interest element to be omitted, a 
curve describing the charges would rise 
gradually from base to apex, and would 
show the result produced by what is 
known as the straight line method. 
Authority for the use of the sinking fund 
method as a basis for amortizing franchises 
is somewhat difficult to find. Most text-
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books which treat of the subject are in 
agreement with the theory on which the 
Public Service Commissions Law, New 
York, section 69, is based, as follows: 
"To a depreciation account called 'Gen-
eral Amortization' is to be charged, besides 
depreciation of tangible fixed capital, such 
portion of the life of intangible fixed capital 
as has expired or been consumed during the 
month." 
If there are any texts, authoritative or 
otherwise, which advocate a method con-
trary to such as would be indicated by the 
above, they are not generally known. 
The uniform classification of accounts 
prescribed for public utilities by the Rail-
road Commission of Wisconsin, promul-
gated in December, 1908, constitutes at 
least one exception, and is so explicit as to 
leave little doubt of the intention to re-
quire the sinking fund method. After 
describing the manner in which the amor-
tization reserve shall be raised, the in-
structions are illustrated as follows: 
"For example, a corporation pays 
$100,000 for a twenty-year franchise to 
operate a public utility. In order that this 
amount shall be set aside out of revenue and 
the actual capital of the corporation not im-
paired by dividends paid, there shall be 
charged monthly to the account Amortization 
Reserve Requirements, crediting the Amortiza-
tion Reserve, an amount which, invested at 
current rates of interest, will at the end of the 
franchise term have created an amount equiva-
lent to the cost of the franchise." 
Read in the light of ordinary accounting 
intelligence, this appears to relate only to 
the charge against operations on the one 
hand and the reserve on the other. Noth-
ing is said about a fund or any accumulation 
of assets. Except where reference is made 
to setting aside an amount out of revenue 
and investing an amount at current rates of 
interest does there seem to be any oppor-
tunity to so construe the verbiage. Judged 
by the context, such construction seems 
hardly warranted. But taking the para-
graph as a whole, it does seem to point to 
the sinking fund formula as a basis for ar-
riving at the figures to be used in fixing the 
periodical charges to operations and build-
ing up the reserve. 
Whatever significance this ruling of the 
Wisconsin commission may have had in 
the affairs of utility companies in that state 
appears to have been affected by a re-
vision of the Wisconsin statutes making 
franchises indeterminate and subject to 
municipal acquisition. The reference is 
interesting, however, as furnishing, if cor-
rectly interpreted, some authority for the 
use of the method under consideration. 
The practical effect of using the sinking 
fund method is found in a case which came 
under my observation, the facts of which 
are substantially those which follow: 
A certain corporation acquired through 
purchase from the original holders, and 
for a large sum, a franchise to take water 
from a well-known stream and a power 
generating plant. The cost of the fran-
chise was segregated and set up, but no 
steps were taken to amortize it. The 
franchise was for a term and had about 
seventy-five years to run when acquired 
by the certain corporation. 
Subsequently, all the stock of the cor-
poration got into the hands of an individual 
who entered into a contract to sell the net 
assets to a corporation, interested in a 
more pretentious scheme for developing 
hydro-electric power, at such price as a 
balance sheet at a given date would show. 
A considerable number of years having 
elapsed since the franchise was acquired 
by the first-named corporation, and no 
charges having been made to operations 
for amortization of the franchise, the 
value of the franchise became an impor-
tant factor in determining the amount rep-
resenting the net assets and consequently 
the amount to pass from one party to the 
other under the contract. 
The possibilities for argument are at 
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once apparent. With the large amount 
involved in the cost of the franchise and 
the long stretch to the date of expiration, 
computations based on the sinking fund 
method would show ridiculously low 
charges against operations in the early 
years and absurdly high charges during 
the latter years of the period. On the 
other hand, the straight line method would 
equalize the charges over the period. 
As might be expected, the parties to the 
transaction contended for different meth-
ods: one, a seller's method; the other, a 
buyer's. Each retained accountants to 
represent them in the controversy, but un-
fortunately the accountants, after several 
long and intensive discussions, failed to 
agree. The difference in the amounts as 
determined by the respective methods for 
the period during which amortization ap-
plied was approximately $100,000, ob-
viously a sum well worth fighting for. 
In conclusion, it is my opinion that the 
sinking fund method as a basis for amor-
tizing franchises is unsound, because it 
makes use of an interest theory which does 
not apply; because it confuses the issue 
by suggesting a replacement of capital 
through the setting aside of assets, which is 
no part of the problem and does not take 
place; and because it reduces the value of 
the franchise in unequal amounts, which is 
inconsistent with the gradual dimunition 
contemplated by the theory of amortiza-
tion. It is impracticable and dangerous, 
because of the inequities which its use may 
perpetrate. It makes something which is 
simplicity itself appear involved and diffi-
cult. There is no comparison, in my 
opinion, between the sinking fund method 
and the straight line method in the amor-
tization of franchise values. 
The Trend Toward Budget-making 
THERE is probably nothing more irk-some to the average housewife than 
account keeping. There is a story of a 
young bride whose bookkeeping typifies 
this suggestion. When called to account 
by her precise husband at the end of the 
first month, she exhibited her elaborately 
ruled cash book which contained two 
entries; on one side, "Received from 
George, $50.00; on the other, "spent it." 
Such is the philosophy on which many 
households are run. 
But every once in a while, some unique 
young woman is discovered who keeps a 
careful, although perhaps simple record 
which shows the receipts of funds and the 
amounts disbursed with a classified sum-
mary of the purposes thereof. The re-
sults are studied. There are some sur-
prises. More was spent for some things 
than was necessary. There was possibly 
a disproportion among the various classes 
of expense; too much for theatregoing and 
not enough for clothes; extravagance in 
the purchase of certain supplies; nothing 
saved. 
With such facts brought out a new 
start is made. The income for the next 
period is estimated and apportioned; so 
much each for rent, household supplies, 
clothing, recreation, and saving. Another 
year-end rolls around. The allowance 
for any expense group has not been ex-
ceeded. The savings have been larger 
than planned. The discipline of control 
has been stimulating. There has been 
more orderly living. One or more per-
sons have been saved from the ranks of 
economic failures, and have become assets 
rather than liabilities of society. 
The use of a budget for governmental 
purposes has one of its best exemplifica-
tions in Great Britain, where the budget 
has become highly developed and gener-
ally satisfactory. Mr. Chief Justice Taft, 
in an introduction to "The Budget and 
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Responsible Government," by Cleveland 
and Buck, gives an interesting historical 
sketch of English budget history, in part 
as follows: 
"In English history, the King was the 
Executive, and Parliament and the House 
of Commons, as the originator of financial 
legislation, were the donors of the funds 
with which the King was to conduct his 
government. He applied to Parliament 
for enough to run the nation. Parliament 
considered his application and determined 
whether he was not asking too much. In 
order to induce compliance with his re-
quest, he found it wise to elaborate the 
details of his needs and prove them to the 
satisfaction of the representatives of the 
people who were to be burdened with the 
cost. Each year Parliament had to deter-
mine how much it thought the King 
needed of what he asked and the particular 
methods of taxation by which the money 
could be taken from the people. It was 
this statement which constituted the 
budget." 
The history of budget-making in this 
country is somewhat difficult to trace, but 
the impression usually exists that munici-
palities were among the first to adopt the 
scheme. Much criticism has been heard 
for years that the federal government was 
operated without a budget. Finally, how-
ever, with the advent of the present ad-
ministration, an executive budget system 
was introduced. The savings of millions 
effected in one year as a result thereof are 
a matter of general knowledge. 
Various states have operated under 
budgets for several years. In some cases 
the budgets were made by the legislatures; 
in others, by the executives. Illinois, 
Wisconsin, and New York are examples, 
but in each instance the budget procedure 
is somewhat different. 
Organizations deriving funds from mem-
bers, and societies and corporations of the 
non-profit type which fall in the social, 
civic, and philanthropic group have taken 
largely to the use of the budget. The 
scheme of organization of these institu-
tions is such that the budget works well. 
Members of the governing bodies seldom 
take an active part in the management, 
which is left to some person who functions 
as director or executive secretary. Activi-
ties as planned determine the needs for 
funds. These needs are usually trans-
lated into an expense classification which, 
when scheduled and approved by the 
governing body, becomes at once an 
authority for, and control of, disburse-
ments. 
Business organizations are now showing 
widespread signs of curiosity and specula-
tion, to say the least, with regard to the 
possibilities of budget-making in business. 
In fact, there are many indications that 
business men are beginning to realize the 
passing of discovery opportunities and to 
see that the fortunes of the future must 
be built on downright efficiency of organi-
zation and operation. In casting about for 
ways and means, attention has been 
drawn to budgeting. 
There is little doubt that the budgeting 
of a business organization would con-
tribute materially to its effective opera-
tion. With market analysis as a basis, 
sales quotas could be fixed, production 
planned, supplies bought, expenses con-
trolled, and the whole effort pointed to-
wards a definite accomplishment. 
Budgeting fits in with a logical scheme 
of scientific business administration. The 
American business man, with his keen 
imagination and love for new and progres-
sive methods, will undoubtedly see to it 
that the budget idea has a fair trial in 
business. 
Mr. E. C. Gause is Auditor for the 
Western Pennsylvania Division of the Na-
tional Safety Council, with headquarters 
at Pittsburgh. 
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Judgment Guiding Financial Statements 
(Continued) 
ACCOUNTING as a basis for policy-making is, frankly speaking, prob-
ably the ambition of every accountant 
who takes his profession or vocation seri-
ously and sees its greatest possibilities. 
That accounting results are more and more 
being so used was recently acknowledged, 
very graciously, by a prominent engineer 
whose work brings him in contact with a 
large number of business establishments. 
If the statement is correct, and there is 
every reason to believe it, more attention 
should be given to interpreting the finan-
cial statements which accounting produces. 
The mere compilation of financial figures 
is a useless and wasteful operation. The 
past has been too full of work which 
had as its objective the completion of 
statements by a given date after the close 
of a period, with great stress laid on ac-
curacy. The importance of studying the 
figures, analyzing and interpreting them, 
and acting on the conclusions, has been 
largely overlooked. 
The work of interpreting financial fig-
ures is a serious matter. It requires skill, 
intensive thought, and extreme care, as 
well as broad knowledge. There are many 
variables which may obscure the facts 
and affect conclusions. Bad reasoning is 
worse, frequently, than snap judgment. 
Wrong conclusions may result in wrong 
policies. Wrong positive policies are apt 
to be more dangerous than indefinite ones. 
Correct policy-making is possible only 
when the facts have been established. 
A certain institution, under a new ad-
ministration, recently showed very un-
satisfactory results from a financial point 
of view. The deficit from operations had 
been increasing from month to month. 
The governing body at length determined 
on an investigation into the causes of the 
alarming financial condition. 
A comparative study developed the fact 
that expenses in every category had in-
creased over a corresponding prior period. 
The general price level having been lower, 
if anything, in the latter period, increased 
prices for the same quality of services and 
supplies could be eliminated as a factor in 
the explanation. But the fact was brought 
out that employes had been added to the 
pay-roll and the quantity of supplies per 
capita purchased and consumed had been 
increased. Increases throughout were 
traced to quantity and not to price. 
Here appeared to be grounds for indict-
ment of the new administration, but to 
have stopped at this point would have 
been unfair. Pursuing the investigation 
further, it developed that the general 
quality of everything about the institution 
had been improved. The care was better, 
the food was superior in quality and there 
was more of it, the tone of the whole place 
had been raised, and there was greater 
satisfaction on the part of everyone to 
whom the institution ministered. But the 
income during the period in question had 
not increased. 
The problem then for the governing 
body was one of policy. Good service 
anywhere is relatively higher. If one 
wants good things he must pay for them 
accordingly. The questions to be decided 
in this case were whether to continue the 
present management and accept the stand-
ard of operation to which the institution 
had been scaled, while finding means of 
increasing the income to meet the expense 
incident thereto; to undertake the task of 
increasing the efficiency of operation, 
working through the present management; 
or to make a change in the management 
with the hope of obtaining someone more 
economical and equally efficient, but with 
the chance of reverting to the old order of 
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things, which had been far from satis-
factory. The decision finally reached was 
to continue the present incumbent in man-
agement, counseling him in the matter of 
economy, and attempting to increase the 
income. 
But what if there had been no adequate 
accounting system with the expenses com-
prehensively classified and the numbers 
for statistical computations not available? 
Guess work is a poor basis for adminis-
tration. Policy-making, with all the facts 
from which to proceed, is sufficiently per-
plexing. Financial results and statistics, 
properly interpreted, are a substantial aid. 
(To be continued.) 
Book Review 
Koehler, Theodore. The Accounting 
Mentor and The Accounting Quiz-Answerer, 
constituting volumes I and XII, respec-
tively, of an encyclopedia. (New York, 
The Tri-service Accounting Corporation, 
1922. Vol. I, 421 p., Vol. XII, 323 p.) 
One is almost tempted to liken the first 
volume of these works to "The Print of My 
Remembrance," by Augustus Thomas, so 
sort of reminiscent is the style in which it 
is written. It is a fine book to read in a 
chair beside the fire when the quest is for 
entertainment as well as knowledge. The 
philosophy which runs through the pages 
gives it a human touch so seldom present 
in technical exposition. Similes there are 
in abundance; illustrations without num-
ber. The book is exceedingly well written 
in clear, understandable English. Fur-
thermore, it contains a lot of practical 
information relating to accounting, both 
general and special. Some of the out-
standing chapters are as follows: Account-
ing statistics, balance sheet and revenue 
good-will, municipal budgets, on-cost and 
accounts, genus and species of accounts, 
overhead charges. 
Volume twelve, the quiz-answerer, in 
which Theodora Koehler collaborates, deals 
substantially with the four traditional ex-
amination subjects: theory, practice, audit-
ing, and commercial law, utilizing for the 
discussion questions taken from C. P. A. 
examinations. The method is somewhat 
novel and unique in that the discussion of 
each section of questions is preceded by a 
so-called "The-mo-dex" which epitomizes 
the theory of each question and argument. 
There is some sound advice toward the end 
of the volume as to the use of spare time, 
particularly the evening hours. A well 
arranged index by subjects adds to the 
facility in using the book for reference 
purposes. 
We have pleasure in announcing that 
Mr. F. M. McDonnell, formerly assistant 
manager of the Los Angeles office, has 
been appointed manager of that office, 
effective December 1, 1922. 
At a regional meeting of the American 
Institute of Accountants held in Cincin-
nati on November 11, 1922, Mr. E. C. 
Gause led a discussion on "Determination 
and Treatment of Inter-Company Profits," 
and Mr. J. R. Wildman read a paper en-
titled, "Consideration of the Sinking Fund 
Method as a Basis for Amortizing Fran-
chises." 
Mr. G. R. Lamb acted as chairman of 
the local committee, which presented an 
unusually interesting program. 
We are pleased to note from the Railway 
Age of October 28, 1922, the appointment 
of Mr. T. A. Hamilton, at one time mana-
ger of our Saint Louis office, as President 
of the International & Great Northern 
Railway. 
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